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Dear Shareholders: 


Important changes continue to take place at Woolworth Corporation. As 
many of you know, we recently announced that the Company will be changing 
its name to Venator Group, Inc. Therefore, for this year only, we will not be 
publishing an annual report. Rather, when the new name becomes effective, we 
will provide shareholders with a brochure that will better reflect our new 
corporate identity and direction. In the interim, we thought it would be helpful 
to briefly recap 1997, our progress since 1994 and, more importantly, our plans 
for 1998 and beyond. 

1997 was a pivotal year for Woolworth Corporation. It will remembered as 
the year strategic focus shifted from "fixing” to "building.” Actions taken in 
1997 include the difficult decision to dispose of our North American general 
merchandise businesses as well as the launching of articulated plans to invest 
in growth formats. The Company is no longer "turning around,” but is growing 
and expanding in a focused way. 

When we arrived three years ago, management set forth an ambitious 
strategic plan to revive the Company. As a result, we have significantly im¬ 
proved the Company's financial position, built a top rate management team, 
reduced costs and inventories, repositioned real estate assets, reduced 
under-performing stores and continued to build our core athletic competencies 
through key acquisitions such as Eastbay, Koenig Sporting Goods, and Athletic 
Fitters. 


As a result of these tum-around initiatives, the following has been accom¬ 
plished since 1994: 

• Profitability has grown over 460% 

• $615 million in operating cash flow has been generate^jy libraries 


• Debt has been reduced by $604 million 

• Old inventory has been eliminated 

• ROE has increased from 2.8% to 16.3% 
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Our momentum is building. Over the next three years, we expect capital 
expenditures to total over $1 billion, the majority of which will fund the most 
aggressive expansion/renovation programs ever. During 1998, we plan to 
spend over $300 million solely for 719 new stores and 582 remodels. This 
translates into over 100 stores a month. By the year 2000, nearly half of our 
7,200 stores will be less than 3 years old, all of which reflects our exciting new 
retail direction. Plans also include overseas expansion, an area in which we 
have identified tremendous growth potential. 


As members of the soon-to-be Venator Group, we will continue to empha¬ 
size and build on the values that will ensure our future success at all levels of 
our organization. Values such as teamwork and sportsmanship underlie our 
pledge to equal employment opportunity and having a diverse work force at all 
levels of our organization. 

The Company's new name, Venator Group, Inc., is expected to take effect in 
June following approval by shareholders. Venator, a classical word for "sports¬ 
man,'' describes the spirit of the Company: A global team of retailers keenly 
attuned to how people live today, passionate about meeting their needs, and 
invigorated by the challenge of winning in the world's marketplace. The Com¬ 
pany plans to retain its New York Stock Exchange ticker symbol "Z" as well as 
the names of its operating divisions. 

We expect 1998 to be a year of exciting challenges and opportunities. As we 
shift our focus from primarily repairing what was broken, to building and 
growing our Company into a world-class retailer, we truly believe the best is yet 
to come! 



ROGER N. FARAH, 
Chairman of the Board and 
Chief Executive Officer 


DALE W. HILPERT, 

President and Chief Operating Officer 


April 8, 1998 
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FART I 


Item 1. Business 
General 

Woolworth Corporation {the "Company"), incorporated under the laws of the State of new 
York in 1989, has origins dating back to 1879. The Company and its retail divisions operate a 
multinational retailing business selling a broad range of merchandise through 7,237 stores in 
north America, Europe, Asia and Australia. 

The Company's retailing business is conducted through two major segments: Specialty and 
International General Merchandise. The Specialty segment includes: the Athletic Group, the 
northern Group, Specialty Footwear and Other Specialty. The International General Merchan¬ 
dise segment includes operations in Germany and Canada. 


Store Profile 

Formats 

Foot Locker . 

Lady Foot Locker. 

Kids Foot Locker. 

Champs Sports. 

Total Athletic Group. 

northern Reflections. 

northern Getaway. 

northern Elements. 

northern Traditions. 

Total northern Group. 

Kinney Shoes. 

Footquarters. 

Williams the Shoeman . 

Mathers . 

Colorado. 

Other. 

Total Specialty Footwear. 

Afterthoughts. 

The San Francisco Music Box Company. 

Weekend Edition. 

Randy River. 

Burger King. 

Other. 

Total Other Specialty. 

German general merchandise . 

The Bargain! Shop. 

International General Merchandise. 

Total continuing operations. 

Domestic General Merchandise . 


At January 25, 
1997 

Opened 

Closed 

At January 31, 
1998 

1,980 

93 

65 

2,008 

626 

33 

10 

649 

186 

93 

5 

274 

602 

74 

19 

657 

3,394 

293 

99 

3,588 

541 

28 

12 

557 

109 

31 

1 

139 

66 

18 

4 

80 

44 

8 

1 

51 

760 

85 

18 

827 

643 

6 

67 

582 

97 

13 

6 

104 

162 

1 

20 

143 

114 

2 

1 

115 

13 

5 

— 

18 

170 

— 

Ill 

59 

1,199 

27 

205 

1,021 

834 

19 

62 

791 

179 

8 

6 

181 

192 

23 

50 

165 

107 

— 

11 

96 

26 

2 

8 

20 

67 

5 

50 

22 

1,405 

57 

187 

1,275 

574 

2 

11 

365 

172 

1 

12 

161 

546 

3 

23 

526 

7,304 

465 

532 

7,237 

442 

— 

442 

— 

7,746 

465 

974 

7,237 


Total 

The service marks and trademarks appearing on this page and elsewhere in this report (except for Burger King) are 
owned by Woolworth Corporation or its subsidiaries. 
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Specialty Segment 


Athletic Group 

The Athletic Group, the Company's largest and most profitable business, operates 3,588 
stores in North America, Europe, Asia and Australia. In the United States, the Athletic Group 
operates 3,083 stores which are located primarily in regional malls. Additionally, it operates an 
apparel imprint/embroidery factory located in the United States. In Europe, there are 252 Foot 
Locker stores located in the Netherlands, Belgium, England, Germany, France, Italy, Spain, 
Austria and Luxembourg. In Canada, the group operates 195 Foot Locker and Champs Sports 
stores which are primarily located in regional malls. The group also operates 55 Foot Locker 
stores in Australia and 3 in Japan. 

The following is a brief description of the Athletic Group's operating businesses: 

Foot Locker — Offering the latest in technical, performance and athletic-inspired prod¬ 
ucts, both branded as well as private-label. Foot Locker is the leading global athletic 
retailer with 2,008 stores in 12 countries. The stores range in size from 1,500 to 4,000 
selling square feet and product categories include running, basketball, tennis, aerobics, 
fitness, baseball, football, soccer and more. 

Lady Foot Locker — Lady Foot Locker is the premier retailer of athletic footwear, 
apparel and related products for today's active women. The stores carry all major brands of 
athletic footwear and apparel for a variety of sports including running, basketball and 
aerobics. Its 649 stores are located in the United States and Puerto Rico and typically range 
from 800-1200 selling square feet. 

bids Foot Locker — The Company's 274 Kids Foot Locker stores are located in major 
malls in the United States, Hawaii and Puerto Rico. They offer the largest selection of brand 
name merchandise for infants, boys and girls. The stores offer a fun and easy-to-shop 
layout pleasing to both parents and children. Average selling square footage for these 
stores is between 1,000-1,500 square feet. 

Champs Sports — Champs Sports is a mall-based chain selling athletic branded, trend¬ 
setting products for the sportsminded consumer. Stores are located throughout North 
America and plans include expansion in key markets, such as the mid-west, as indicated by 
last year's acquisition of 27 Koenig Sports Goods stores, a privately held Cleveland-based 
company. Champs Sports stores range from 3,500-3,700 selling square feet. 

Eastbay, Inc. — Acquired in January 1997, Eastbay, Inc. ("Eastbay") is the largest 
direct marketer of athletic footwear, apparel, equipment and licensed private-label mer¬ 
chandise. Its distinctive catalogues provide convenience, superior customer service and 
broad selection of products to its technically oriented customers. 


northern Group 

The Northern Group consists of 827 stores in the United States (401 stores) and Canada 
(426 stores) that offer a unique range of private label casual apparel for women (northern 
Reflections), children (northern Getaway) and men (northern Elements) in addition to private 
label coordinates for dressy, non-formal occasions (northern Traditions). The average selling 
square footage for each concept is between 1,500-1,700 square feet. 
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Specialty Footwear 

Specialty Footwear includes formats in the United States, Canada, and Australia, the largest 
of which is the Kinney shoe store chain. This group operates 1,021 retail stores and 3 factories 
located in the United States which manufacture footwear. 

The following is a brief summary of the Specialty Footwear businesses: 

Kinney Shoes — The Kinney family of shoe stores offers trend-setting, moderately 
priced, branded footwear for the entire family. Kinney operates 582 primarily mall-based 
stores in the United States. Kinney stores range from 1,200-1,600 selling square feet. 

Colorado — Colorado offers only top quality name brand and private-label merchan¬ 
dise designed for the lifestyle of the active outdoor consumer. Colorado operates 18 
primarily mall-based stores and the average selling square footage is 3,000 square feet 

Other Specialty 

Other Specialty is comprised of non-footwear specialty chains and operates 1,275 stores in 
the United States and abroad. 

The following is a brief description of the Other Specialty businesses: 

Afterthoughts — Afterthoughts provides today's pre-teen, teenage girl, as well as the 
young woman, with the latest in fashion jewelry, accessories, cosmetics and gifts. After¬ 
thoughts stores provide customers with value, fun and excitement, especially with its new 
"backstage to a concert" design. Store sizes range from 800 to 1,500 square feet. 

The San Francisco Music Box Company — The San Francisco Music Box operates 181 
year-round retail stores and over 200 kiosks during the Christmas holiday season which 
sell unique musical giftware in an enchanting shopping environment. Store sizes range 
from 800-1,200 selling square feet. 

Burger King — The Company operates 20 Burger King locations as a franchisee of the 
Burger King Corporation. 

International General Merchandise Segment 

Through Retail Company of Germany, Inc., the Company operates 365 Woolworth general 
merchandise stores in Germany and Austria. They offer a wide variety of household and 
personal products. Woolworth Canada Inc. operates 161 general merchandise stores through 
The Bargain! Shop chain, which operates high volume/low margin sales of manufacturers' 
excess inventory. 

Information Regarding Business Segments and Geographic Areas 

For information regarding sales, operating results and identifiable assets of the Company 
by business segment and by geographic area as required by Item 101(d) of Regulation S-K, 
refer to footnote 4 to the Consolidated Financial Statements on pages F-12 and F-13. For 
additional information on format descriptions, refer to Management's Discussion and Analysis 
of Financial Condition and Results of Operations on pages 8 to 17. 

Employees 

The Company and its consolidated subsidiaries had approximately 75,000 full and part- 
time employees at January 31, 1998. It considers employee relations to be satisfactory. 
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Seasonality 

The Company's retail businesses are seasonal in nature. Historically, the greatest propor¬ 
tion of sales and net income is generated in the fourth quarter and the lowest proportion of 
sales and net income is generated in the first quarter, reflecting seasonal buying patterns. As a 
result of these seasonal sale patterns, inventory increases in the third quarter in anticipation of 
the strong fourth quarter sales. 

Competition 

The retailing business is highly competitive. Competition is based upon such factors as 
price, quality, selection of merchandise, reputation, store location, advertising and customer 
service. 

Merchandise Purchases 

The Company and its consolidated subsidiaries purchase merchandise and supplies from 
thousands of vendors worldwide. The Company purchased approximately 25 percent of its 
1997 merchandise from one major vendor. The Company considers vendor relations to be 
satisfactory and maintains a minimal amount of backlog orders in its retailing and manufactur¬ 
ing operations. 

The Company's policy is to maintain sufficient quantities of inventory on hand in its retail 
stores and distribution centers so that it can offer customers a full selection of current 
merchandise. The Company emphasizes turnover and takes markdowns where required to 
keep merchandise fresh and current with trends. 

Item 2. Properties 

The properties of the Company and its consolidated subsidiaries consist of land, leased 
and owned stores, factories and administrative and distribution facilities. Total selling area at 
the end of the year was approximately 17.11 million square feet, of which approximately 10.48 
million square feet pertained to the Specialty segment and approximately 6,65 million square 
feet to the International General Merchandise segment, the majority of which is leased. These 
properties are located in the United States, Europe, and elsewhere. The Company operated 9 
distribution centers, of which 4 are owned and 5 are leased, occupying an aggregate of 2.85 
million square feet Each of the distribution centers serve major regions. The Company also has 
an additional 3 distribution centers occupying 0.66 million square feet, the majority of which is 
leased and sublet. Of the 12 distribution centers, 7 are located in the United States, 2 are 
located in Europe and 3 are located in other countries. Included among the Company's owned 
properties is the national historical landmark Woolworth Building in Hew York City in which its 
corporate headquarters and the executive offices of the Athletic Group and Specialty Footwear 
Group are located. Refer to footnote 9 on page F-15 for additional information regarding the 
Company's and its consolidated subsidiaries' properties. 

Item 3. Legal Proceedings 

In 1994, the Company and certain of its present and former directors and officers were 
named as defendants in lawsuits brought by certain shareholders claiming to represent classes 
of shareholders that purchased shares of the Company's common stock during different 
periods between January 1992 and March 1994. These class action complaints purported to 
present claims under the federal securities and other laws and sought unspecified damages 
based on alleged misleading disclosures during the class periods. In 1994, 25 of these actions, 
brought in the United States District Court for the Southern District of Hew York, were 
consolidated under the caption In re Woolworth Corporation Securities Class Action Litigation. 
On October 6, 1997, the court entered a final judgment approving the settlement of the class 
action that provides for the payment to the class of $20 million and dismissing the class action 
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with prejudice. The amount of the settlement, net of amounts to be paid by insurance carriers 
under relevant insurance policies, had been reserved by the Company, In the opinion of 
management, the settlement did not have a material adverse effect on the financial position or 
results of operations of the Company. 

On December 5, 1997, the federal derivative action pending in the United States District 
Court for the Southern District of new York under the caption Rosenbaum v. Sells et al. was 
dismissed with prejudice pursuant to a Stipulation and Order of Dismissal submitted by the 
parties and so ordered by the court. 

During 1994, the staff of the SEC initiated an inquiry relating to the matters that were 
reviewed by the Special Committee established by the Board of Directors in 1994 as well as in 
connection with trading in the Company's securities by certain directors and officers of the 
Company. The SEC staff has advised that its inquiry should not be construed as an indication 
by the SEC or its staff that any violations of law have occurred. In the opinion of management, 
the result of the inquiry will not have a material adverse effect on the financial position or 
results of operations of the Company. 

The information in this section on Legal Proceedings is current as of April 17, 1998. 

Item 4. Submission of Natters to a Vote of Security Holders 

There were no matters submitted to a vote of security holders during the fourth quarter of 
the year ended January 31, 1998. 

Executive Officers of the Company 

Information with respect to Executive Officers of the Company, as of April 1, 1998, is set 
forth below: 


Chairman of the Board and Chief Executive Officer. Roger Pi. Farah 

President and Chief Operating Officer and Director. Dale W. Hilpert 

Senior Vice President — Corporate Development. M. Jeffrey Branman 

Senior Vice President — Real Estate. John E. DeWolf III 

Senior Vice President — Human Resources. John F. Gillespie 

Senior Vice President and Chief Financial Officer. Reid Johnson 

Vice President, General Counsel and Secretary. Gary M. Bahler 

Vice President and Treasurer. John H. Cannon 

Vice President and Controller. Bruce L. Hartman 


Roger H. Farah, age 45, has served as Chairman of the Board since December 15,1994 and 
Chief Executive Officer since December 11, 1994. From July 1994 to October 1994, Mr. Farah 
served as President and Chief Operating Officer of R. H. Macy 6r Co., Inc. From June 1991 to 
July 1994, Mr. Farah served as the Chairman and Chief Executive Officer of Federated 
Merchandising Services, the central buying and product development arm of Federated Depart¬ 
ment Stores, Inc. 

Dale W. Hilpert, age 55, has served as President and Chief Operating Officer since May 15, 
1995. From January 1985 to April 1995, Mr. Hilpert served as Chairman and Chief Executive 
Officer of Payless ShoeSource, a division of The May Department Stores Company. 

M. Jeffrey Branman, age 42, has served as Senior Vice President — Corporate Development 
since March 4, 1996. From August 1989 to March 4, 1996, Mr. Branman served as a Managing 
Director of Financo, Inc. 

John E. DeWolf III, age 42, has served as Senior Vice President — Real Estate since 
March 11, 1996. From June 1993 to February 1996, Mr. DeWolf was Senior Vice President — 
Property Development for The Disney Store, Inc., a division of The Walt Disney Company. 
Mr. DeWolf served as Vice President — Real Estate Counsel of The Limited, Inc. from October 
1982 to June 1993. 
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John F. Gillespie, age 50, has served as Senior Vice President — Human Resources since 
April 1, 1996. Mr. Gillespie served as Senior Vice President — Human Resources of Lever 
Brothers Company, a subsidiary of Unilever, from 1990 to April 1996. 

Field Johnson, age 55, has served as Senior Vice President and Chief Financial Officer since 
September 8, 1997. From July 27, 1994 to August 6, 1997, Mr. Johnson served as the 
Executive Vice President and Chief Financial Officer of Musicland Inc., the Minneapolis based 
entertainment chain of retail stores. Mr. Johnson served as the Vice Chairman and Chief 
Administrative Officer of the Department store division of Dayton Hudson Department Store 
Corporation from February 1985 to July 1994. 

Gary FI. Bahler, age 46, has served as Vice President and General Counsel since February 1, 
1993, and as Secretary since February 1, 1990. Mr. Bahler served as Deputy General Counsel 
from May 1, 1991 until February 1,1993. 

John h. Cannon, age 56, has served as Vice President and Treasurer since October 12, 
1983. 

Bruce L. Hartman, age 44, has served as Vice President and Controller since Movember 18, 
1996. From March 1993 to October 1996, Mr. Hartman served as the Chief Financial Officer of 
various divisions of the May Department Stores Company. Mr. Hartman served as controller of 
Robinson's, a division of The May Department Stores Company, from September 1990 to March 
1993. 

There are no family relationships among the executive officers or directors of the Company. 

PART II 


Item 5. Market for the Company's Common Equity and Related Stockholder Matters 
Shareholder Information and Market Prices 

Woolworth Corporation common stock is listed on the Hew York, Toronto, Amsterdam, as 
well as the Lausanne and Elektronische Borse Schweiz (EBS) stock exchanges in Switzerland. 
In addition, the stock is traded on the Boston, Cincinnati, Chicago, Philadelphia and Pacific 
stock exchanges. The Hew York Stock Exchange ticker symbol for the Company's common 
stock is "Z." 

At January 31,1998, 38,287 shareholders of record owned 134,976,174 common shares. 

Market prices for the Company's common and preferred stock is as follows: 


1997 

1996 

High Low 

High Low 


Common Stock 

Quarter 

1st Q . 

. 24 Ve 

18V2 

197* 

107s 

2nd Q. 

. 28^16 

19Ve 

237, 

187, 

3rd Q. 

. 287, 

19 1 A 

227 e 

187s 

4th Q . 

. 237* 

I 8 V 4 

257, 

207, 

Preferred Stock 

Quarter 

1st Q. 



112 

61 

2nd Q. .. 

. . 

— 

1317s 

104 

3rd Q . 

. . 

— 

1307s 

1057s 

4th Q . 

. . 

— 

— 

— 
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Item 6. Selected Financial Data 

The selected financial data below should be read in conjunction with the Consolidated 
Financial Statements and the notes thereto and other information contained elsewhere in this 
report. All selected financial data has been restated for the discontinuance of the domestic 
general merchandise business, except for return on average investment 


Five Year Summary of Selected Financial Data 

1997 


Summary of Continuing Operations 

Sales . 

Gross Margin. 

Selling, general and administrative 

expenses. 

Depreciation and amortization. 

Interest expense. 

Other income. 

Met income (loss) from continuing 
operations. 

Basic earnings per share. 

Diluted earnings per share. 

Common stock dividends declared. 

Preferred stock dividends declared. 

Weighted-average common shares 
outstanding (in millions). 

Weighted-average common shares 
assuming dilution (in millions). 

Financial Condition 

Merchandise inventories. 

Property and equipment, net. 

Total assets. 

Short-term debt. 

Long-term debt and obligations under 
capital leases. 

Total shareholders' equity. 

Financial Ratios 

Return on equity (ROE) . 

Return on average investment (ROl) . .. 

Operating profit (loss) as a percentage 
of sales. 

net income (loss) from continuing 
operations as a percentage of sales „. 

Debt capitalization percent. 

Debt capitalization percent (without 
present value of operating leases) . .. 

Current ratio. 

number of stores at year end. 

Total selling square footage at year end 
(in millions) . 


1996 1995 1994 1995 

($ in millions, except per share amounts) 


7,017 

7,051 

6,904 

7,820 

2,234 

2,168 

2,179 

2,555 

1,712 

1,801 

1,849 

2,057 

171 

216 

210 

226 

59 

104 

90 

64 

(28) 

(31) 

(50) 

(48) 

193 

(98) 

38 

(226) 

1.45 

(0.75) 

0.29 

(1.72) 

1.44 

(0.75) 

0.29 

(1.72) 

— 

— 

0.74 

1.16 

1.10 

2.20 

2.20 

2.20 

133.5 

152.9 

132.3 

151.7 

134.3 

152.9 

132.9 

151.7 

1,066 

1,185 

1,351 

1,500 

983 

1,150 

1,395 

1,595 

3,339 

5,559 

3,970 

4,549 

— 

69 

853 

555 

590 

621 

308 

558 

1,334 

1,229 

1,358 

1,549 

15,1 

(7.5) 

2.8 

(15.5) 

6.9 

0.8 

3.6 

(6.7) 

6.3 

0.5 

3.4 

(5.0) 

2.8 

(1.4) 

0.6 

(2.9) 

65.6 

69.0 

70.5 

68.4 

30.7 

56.0 

46.1 

59.2 

2.4 

2.4 

1.3 

1.3 

7,304 

7,754 

8,170 

7,899 

17.13 

17.92 

19.0 

28.8 


$6,624 

$2,056 

$1,555 
$ 168 
$ 44 

$ (29) 

$ 215 
$ 1.58 
$ 1.57 
$ — 
$ — 

154.6 

155.8 

$1,159 
$1,055 
$5,182 
$ _ 

$ 557 
$1,271 

16.5% 

8.5% 

6.5% 

5.2% 

66.4% 

50.5% 

1.9X 

7,257 

17.11 
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Item 7. /Managemerit 's Discussion and Analysis of Financial Condition and Results of 
Operations 


The Company operates in two retail business segments. Specialty and International 
General Merchandise. The Specialty segment includes the Athletic Group, the northern Group, 
Specialty footwear and Other Specialty. The International General Merchandise segment 
includes operations in Germany and Canada, in 1997, the Company discontinued its domestic 
Woolworth general merchandise business and, accordingly, prior year financial information has 
been restated. A summary of sales by segment, after reclassification for disposed operations 
(representing businesses closed other than the discontinued domestic Woolworth general 
merchandise business) and the restatement to exclude the domestic Woolworth general 
merchandise business, is as follows: 


Specialty. 

International General Merchandise 
Disposed operations. 


1997 

1996 

1995 

$5,140 

(in millions) 
$4,996 

$4,763 

1,479 

1,803 

1,928 

5 

218 

340 

$6,624 

$7,017 

$7,031 


A summary of operating results from continuing operations (excluding corporate expense, 
corporate gains on real estate, interest expense and income taxes) by segment is as follows: 

1997 1996 1995 





(in millions) 



Specialty: 







Operating results before non-recurring 
items. 

, , $ 

411 

$ 

496 

$ 

318 

Charge for adoption of SPAS No. 121 . , . 


— 


— 


(121) 

net gain on sales of real estate. 


4 


1 


— 

Disposed operations . 


(4) 


(49) 


(57) 

Total operating results. 

. . $ 

411 

$ 

448 

$ 

140 

International General Merchandise: 







Operating results before non-recurring 
items. 

. . $ 

15 

$ 

(32) 

$ 

(33) 

Charge for adoption of SFAS No. 121 .... 


— 


— 


(90) 

Net gain on sales of real estate. 


6 


27 


6 

Disposed operations . 


— 


(2) 


— 

Total operating results. 

$ 

21 

$ 

(7) 

$ (117) 

Total Company: 







Operating results before non-recurring 
items. 

.. $ 

426 

$ 

464 

$ 

285 

Charge for adoption of SFAS No. 121 .... 


— 


— 


(211) 

Net gain on sales of real estate. 


10 


28 


6 

Disposed operations . 


(4) 


(51) 


(57) 

Total operating results. 

. . $ 

432 

$ 

441 

$ 

23 


Sales 

Total Company sales of $6.6 billion in 1997 decreased 5.6 percent from sales of $7.0 
billion in 1996. Excluding the effect of foreign currency fluctuations and disposed operations, 
total Company sales increased 1.4 percent as compared with 1996. Comparable-store sales 
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decreased by 4.3 percent in 1997. The Specialty segment sales of $5.1 billion (excluding 
disposed operations) in 1997 increased by 2.9 percent as compared with 1996 while the 
International General Merchandise segment sales decreased 18.0 percent to $1.5 billion in 
1997 as compared with $1.8 billion in the prior year. Excluding the effect of foreign currency 
fluctuations. International General Merchandise sales decreased by 6.0 percent. Comparable- 
store sales declined 3.6 percent and 6.3 percent in 1997 for the Specialty and International 
General Merchandise segments, respectively. 

Sales of $7.0 billion in 1996 were unchanged from 1995. Excluding disposed operations 
and the effect of foreign currency fluctuations, sales increased by 2.8 percent as compared with 
1995. Comparable-store sales increased by 1.6 percent in 1996. 

The 1997 reporting year includes 53 weeks as compared with the 52-week 1996 reporting 
year. The impact on sales and operating results of the additional week in 1997 is not significant. 

Operating Results 

Operating profit from continuing operations declined to $432 million in 1997 as compared 
with $441 million in 1996. Operating profit before non-recurring items decreased to $426 
million as compared with $464 million in 1996. These declines primarily resulted from lower 
sales and a decrease in gross margin due to increased markdowns in the Specialty segment 
reflecting the Company's strategy to maintain current inventories. This was partially offset by an 
improvement in selling, genera! and administrative expenses in both the Specialty and the 
International General Merchandise segments. The ratio of selling, general and administrative 
expense to sales in 1997 declined by 1.2 percentage points as compared with 1996 reflecting 
the continued success of the Company's expense management initiatives. Operating results for 
1997 and 1996 include a total reduction of $22 million and $32 million, respectively, in the 
restructuring reserve established in 1991 and the repositioning reserve established in 1993. 
These adjustments were made to revise original estimates based on actual experience to date. 

The Company reported operating profit of $441 million in 1996 as compared with $23 
million in 1995. Operating profit before non-recurring items increased to $464 million in 1996 
from $285 million in the prior year. Major factors which contributed to these improvements 
were increased Athletic Group sales, higher gross margins, and lower selling, general and 
administrative expenses. The Company's operating profit for 1995 includes a non-cash pre-tax 
charge of $211 million, on a restated basis, arising from the adoption of Statement of financial 
Accounting Standard Mo. 121 ("SEAS Mo. 121"). 

In 1997 and 1996, the Company recognized gains in operating results on sales from non- 
strategic real estate of $10 million and $28 million, respectively. The 1997 gain related 
primarily to the sale of real estate in Germany and the sale of a vacant distribution center. 
These gains have been included in Other Income in the Consolidated Statements of Opera¬ 
tions. Also included in Other Income is $12 million in 1997 and $17 million in 1995 of real 
estate gains on corporate properties. During 1997, the Company sold or disposed of seven 
businesses: the Gallery chain in Australia, the Moderna chain in Germany, the Kinney Leased 
departments in Canada, Foot Locker in Mexico and Hong Kong and the Best of Times and 
Basics stores, domestically. In 1996, five businesses were sold or disposed: the Accessory Lady 
and Rx Place Drug Mart chains in the United States, the Silk & Satin chain in Canada, the Lady 
Plus and Rubin chains in Germany as well as its investment in the Mew Yorker Sud business. 
The cost related to disposed operations was $4 million in 1997 and $51 million in 1996. In 
March 1998, the Company sold its Woolworth Mursery business and will record the resultant 
gain in the first quarter of 1998. Also subsequent to year end, the Company decided to close its 
Kinney shoe stores in Canada, reflecting a commitment to monitor and close under-performing 
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operations. The gain from the sale of the Woolworth nursery business is expected to more than 
offset the cost of closing Kinney Canada, both of which will be recorded in the first quarter of 
1998. 

The Company ended the year with 7,237 stores consisting of 6,711 specialty stores and 
526 international general merchandise stores. During 1997, the Company opened 465 stores, 
closed 974 stores (including disposed, sold and discontinued operations) and remodeled or 
relocated 418 stores. 

Discontinued Operations 

On July 17, 1997, the Company announced that it was exiting its domestic Woolworth 
general merchandise business and recorded a charge for the disposal of $310 million before¬ 
tax ($195 million after-tax). This charge includes outlays for lease liabilities and other 
occupancy costs of $108 million, severance and other personnel related costs of $72 million 
and non-cash charges to cover asset write-downs of $42 million. Also included in the cost for 
disposal is the charge for liquidation of working capital and other shut down costs. The loss 
from discontinued operations recorded through July 17, 1997 was $47 million before-tax ($28 
million after-tax). 

During the fourth quarter, the Company sold its general merchandise business in Mexico. 
The impact of this sale is not significant and is included in the reserve for discontinued 
operations. 

Prior year financial statements have been restated to present the operating results of these 
businesses as a discontinued operation. 

Segments 

The results by segment are as follows: 

Specialty Segment 


Athletic Group 



1997 

1996 

1995 


(< 

? in millions) 


Sales. 

$3,720 

$3,603 

$3,407 

Disposed operations . 

3 

12 

17 

Total Sales . 

$3,723 

$3,615 

$3,424 

Operating profit before non-recurring items .. 

$ 376 

$ 466 

$ 312 

Charge for adoption of SFAS No. 121. 

— 

— 

(28) 

Disposed operations. 

(1) 

(5) 

(7) 

Operating profit. 

$ 375 

$ 461 

$ 277 

Sales as a percentage of consolidated total , 

56% 

52% 

49% 

number of stores at year end. 

3,588 

3,394 

3,367 

Selling square footage (millions). 

6.28 

5.49 

5.29 


The Athletic Group, the Company's largest and most profitable business, includes the Foot 
Locker businesses: Foot Locker, Lady Foot Locker, Kids Foot Locker, World Foot Locker, as well 
as Champs Sports, Going to the Game! and Eastbay, which was acquired in January 1997. 
These stores are in North America, Europe, Asia and Australia. The Athletic Group, which leads 
the industry in sales of branded athletic footwear and apparel in the U.S., had record worldwide 
sales of $3.7 billion in 1997, representing an increase of $108 million, or 3.0 percent, as 
compared with 1996. This increase was primarily attributable to sales from Eastbay (acquired 
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in January 1997) and an increase of 194 stores over the prior year, offset by a comparable- 
store sales decrease of 5.0 percent. Operating profit before non-recurring items in 1997 was 
$376 million as compared with $466 million in the prior year. The decline was primarily a result 
of lower gross margin due to higher markdowns required to keep inventories current. As part of 
its strategy to continue its growth trend, the Athletic Group is introducing new store designs 
combining trend setting assortments with exciting and entertaining retail environments. The 
Company has targeted $154 million in spending to open approximately 275 new stores and 
remodel approximately 375 existing stores in 1998. 

In 1996, the Athletic Group reported sales of $3.6 billion, an increase of 5.6 percent as 
compared with 1995. Comparable-store sales growth was 5.0 percent in 1996. Operating profit 
(before non-recurring items) in 1996 was $466 million, representing a 49.4 percent increase 
over the prior year, attributable to higher gross margins, lower operating expenses and 
successful inventory management. 


northern Group 

1997 1996 1995 

($ in millions) 

Sales. $455 $426 $367 

Operating profit before non-recurring items. $ 40 $ 42 $ 38 

Charge for adoption of SFAS no. 121. — — _(6) 

Operating profit. $ 40 $ 42 $ 52 

Sales as a percentage of consolidated total. 7% 6% 5% 

Humber of stores at year end . 827 760 692 

Selling square footage (millions) . 1.34 1.27 1.19 


The northern Group consists of four formats: northern Reflections, northern Traditions, 
northern Getaway and northern Elements. These stores sell specialty apparel in Canada and 
the United States, specializing in a range of casual and career apparel for women, and casual 
apparel for men and children. Of the 827 northern Group stores in operation at January 31, 
1998, 426 stores are located in Canada and 401 stores are located in the United States. The 
northern Group sales of $455 million in 1997 increased 6.8 percent as compared with the prior 
year. This increase was driven by 85 new store openings and comparable-store sales gains of 
1.9 percent. Operating profit before non-recurring items in 1997 was $40 million as compared 
with $42 million in 1996. This profit decline resulted primarily from increased occupancy and 
wage costs associated with additional stores. 

The Company premiered its "Authentic northern Experience ' which links formats together 
to create cross-shopping opportunities and operating expense synergies. During 1997, the 
northern Group opened 33 locations that incorporate the new design. 

Sales for 1996 increased by 16.1 percent over 1995, as a result of the opening of 81 new 
stores and comparable-store sales gains of 4.0 percent. Operating profit (before non-recurring 
items) in 1996 was $42 million as compared with $38 million in 1995. This improvement was 
primarily related to the increase in sales. 
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Specialty footwear 



1997 

1996 

1995 



in millions ) 


Sales. 

$ 544 

$ 560 

$ 566 

Disposed operations. 

2 

161 

163 

Total Sales. 

.. $ 546 

$ 721 

$ 729 

Operating loss before non-recurring items. 

•• $(12) 

$ (9) 

$ (23) 

Charge for adoption of SFAS No. 121. 

— 

— 

(43) 

net gain on sales of real estate. 

4 

1 

— 

Disposed operations. 

(i) 

(2) 

5 

Operating loss. 

■■ $ (9) 

$ (10) 

$ (61) 

Sales as a percentage of consolidated total . . .. 

8% 

10% 

10% 

Number of stores at year end . 

. . 1,021 

1,199 

1,382 

Selling square footage (millions) . 

1.61 

1.97 

2.66 


Specialty Footwear consists of various footwear store formats in the United States, Canada 
and Australia, the largest of which is the Kinney shoe store chain operating in the United States 
and Canada. Sales declined by $175 million in 1997 as compared with 1996. This decline in 
sales was mainly attributable to the closing in January 1997 of the Kinney leased department 
stores in Canada and the sale of Moderna in Germany. The operating loss of $9 million in 1997 
is comparable with the operating loss of $10 million in 1996. 

Sales of $721 million in 1996 represented a slight decline as compared with 1995, mainly 
due to the closing of 85 under-performing stores and a 1.0 percent decline in comparable-store 
sales. The 1996 operating loss (before non-recurring items) improved by $14 million as 
compared with 1995 primarily related to a positive adjustment in 1996 of $11 million arising 
from a re-evaluation of the repositioning reserve originally established in 1993. The 1993 
charge reflected the estimated cost to close under-performing specialty footwear stores in the 
United States. The adjustment was made for revisions to original estimates based on actual 
experience relating to lease costs, operating expenses, severance and other personnel and 
related costs. Operating results for 1995 were also negatively impacted by a $43 million charge 
for the adoption of SFAS No. 121. 


Other Specialty 



1997 

1996 

1995 


($ 

in millions) 


Sales. 

. $ 421 

$ 407 

$ 423 

Disposed operations. 

— 

45 

160 

Total sales. 

. $ 421 

$ 452 

$ 583 

Operating profit (loss) before non-recurring 
items . 

. $ 7 

$ (3) 

$ (9) 

Charge for adoption of SFAS No. 121. 

— 

— 

(44) 

Disposed operations. 

(2) 

(42) 

(55) 

Operating profit (loss) . 

. $ 5 

$ (45) 

$ (108) 

Sales as a percentage of consolidated total.... 

7% 

6% 

8% 

Number of stores at year end . 

. 1,275 

1,405 

1,736 

Selling square footage (millions) . 

1.25 

1.23 

1.74 
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Other Specialty consists of non-footwear specialty chains including Afterthoughts, The San 
Francisco Music Box Company, Burger King franchised food operations and the Woolworth 
nursery business. The Company's Afterthoughts business offers moderately priced costume 
jewelry and accessories. The San Francisco Music Box Company features music boxes and gifts. 
Sales of $421 million in 1997 declined 6.9 percent from the prior year as a result of closing 187 
stores during 1997. Excluding disposed operations, sales increased 3.4 percent as compared 
with 1996. Operating results improved due to the closure of under-performing stores and lower 
operating expenses resulting from the Company's ongoing expense management program. 

Sales declined by $131 million in 1996 as compared with 1995. This decline in sales was 
mainly attributable to the closing of 352 stores, of which 271 stores were primarily related to 
disposed businesses and 81 stores were under-performing from ongoing businesses. In the 
United States, the Accessory Lady and Rx Place Drug Mart businesses were disposed and the 
Company sold its Silk & Satin chain in Canada and its Rubin and Lady Plus chains in Germany. 
Operating results (before non-recurring items) improved in 1996 due to the closure of under¬ 
performing stores, higher margins related to a better mix of current merchandise and lower 
expense levels as a result of expense management programs. 

International General Merchandise Segment 

The International General Merchandise segment is comprised of the Woolworth stores in 


Germany and The Bargain! Shop chain in Canada. 

1997 

1996 

1995 



{$ in millions) 


Sales. 

$1,479 

$1,803 

$1,928 

Operating profit (loss) before non-recurring 
items. 

$ 15 

$ (32) 

$ (33) 

Charge for adoption of SFAS No. 121. 

— 

— 

(90) 

Net gain on sales of real estate. 

6 

27 

6 

Disposed operations. 

— 

(2) 

— 

Operating profit (loss). 

$ 21 

* (7) 

$ (117) 

Sales as a percentage of consolidated total .. 

22% 

26% 

28% 

Humber of stores at year end. 

526 

546 

557 

Selling square footage (millions). 

6.63 

7.17 

7.04 


International general merchandise sales decreased $324 million, representing a decrease 
of 18.0 percent as compared with 1996. Excluding the impact of foreign currency fluctuations, 
sales decreased 6.0 percent as compared with 1996. Com parable's to re sales declined 6.3 per¬ 
cent. Persistent high levels of unemployment and economic recession since reunification 
several years ago continue to negatively impact sales of the German general merchandise 
business. Sales in Canada declined primarily as a result of closing stores. Operating results 
have improved $28 million to a profit of $21 million in 1997 as compared with a loss of $7 
million in 1996. This improvement is due principally to lower operating costs in the Company's 
German operations reflecting the success of a reorganization program implemented last year, 
which included a 1996 charge of $33 million for severance and other personnel related costs. 
The 1997 operating results include $6 million in gains on sales of non-strategic real estate in 
Germany as compared with gains of $27 million in the prior year. 

In 1996, sales decreased 6.5 percent from 1995. Excluding the impact of foreign currency 
fluctuations, sales decreased 2.0 percent, while comparable-store sales declined by 3.2 per¬ 
cent. This decline was primarily attributable to high unemployment levels and record low levels 
of consumer spending in Germany. Operating loss (before non-recurring items) in 1996 was 
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$32 million, which included a charge of $33 million for severance and other costs associated 
with transferring associates from full-time to part-time employment in Germany. 

Costs and Expenses 

Corporate Expense and Income 

Corporate expense totaled $62 million in both 1997 and 1996, and $69 million in 1995. 
The decrease in 1996 as compared with 1995 is a result of severance and related costs arising 
from the consolidation of accounting centers, the closing of three distribution centers and other 
corporate reorganization costs in 1995. 

Corporate income totaled $12 million in 1997 and $17 million in 1995 resulting from gains 
on sales of corporate properties. 

Interest Expense 



1997 

1996 

1995 


(i 

> in millions) 

Interest expense. 

. $ 44 

$ 59 

$ 104 

Weighted-average interest rate during the year: 




Short-term debt without facility fees . 

6.3% 

6.0% 

6.8% 

Long-term debt. 

8.0% 

7.7% 

8.1% 

Total debt. 

7.9% 

7.4% 

8.8% 

Short-term debt outstanding during the year: 




High. 

. $207 

$302 

$1,043 

Weighted-average. 

. $ 23 

$111 

$ 804 


In 1997, interest expense was reduced by 25.4 percent primarily as a result of lower 
weighted-average short-term debt and reduced facility fees. Weighted-average short-term debt 
was reduced by $88 million, or 79.3 percent, as compared with 1996. In early 1997, the 
Company reduced its revolving credit facility from $1 billion to $500 million available through 
2002. 

In 1996, interest expense decreased 43.3 percent to $59 million due to lower borrowing 
levels. In 1996, the Company reduced total debt outstanding by $116 million, with the short¬ 
term debt component decreasing by $69 million as compared with 1995 levels. The weighted- 
average short-term debt decreased by $693 million during 1996 as compared with 1995. 

Liquidity and Capital Resources 
Cash Flow 

Cash flow from operations of $218 million in 1997 decreased from $451 million in 1996, 
resulting primarily from an increase in the Company's investment in working capital, principally 
inventories. The discontinuance of the domestic general merchandise business did not require 
a net outlay of cash, as the proceeds from the sales of inventories and operations in Mexico 
exceeded payments required for occupancy, personnel and other closing costs. 

The Company's capital expenditure program, totaling $284 million, concentrated on new 
store openings and remodeling of existing facilities (totaling approximately $175 million), 
particularly in the Athletic and Northern Groups. Also included in 1997 capital expenditures is 
the initial portion of the multi-year cost of the Company's development and installation of 
comprehensive information systems. These new systems encompass merchandise planning 
and control, logistics, finance and human resources, as well as a fully integrated "data 
warehouse.” The Company's existing systems are being replaced to address many factors 
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including integrated systems to meet divisional requirements and the development of standard 
business processes. 

Capital spending for technology in 1997 was approximately $61 million and is included as 
part of cash used in investing activities of the Company. 

Cash used in investing activities includes the Company's 1997 acquisition of Eastbay, a 
leading U.S. catalogue company specializing in the direct marketing of athletic goods for a 
purchase price of $140 million, and the acquisition of 27 stores from Koenig Sporting Goods, 
Inc. for $8 million. 

Cash used in financing activities reflects payments of short and long-term debt obligations. 

Cash flow from operations of $451 million in 1996 decreased from $505 million in 1995, 
resulting primarily from the decline in merchandise inventories in 1995. The Company's lower 
cost structure and improved earnings contributed to positive cash flow from operations. Other 
significant sources and uses of cash included proceeds from sales of real estate and disposi¬ 
tions of specialty businesses, predominantly in Germany. 

Cash provided by operating activities for the two-year period including 1997 and 1996 was 
adequate to fund substantially all investing and financing activities. The Company was able to 
generate $669 million from operating activities which was $128 million in excess of funding 
requirements for its investing and financing activities over the period. The cash flow from 
operations, along with anticipated cash flow from future operations and revolving credit 
facilities, are expected to support the Company's strategic initiatives to grow its businesses 
through reinvestment. 

Future cash flows from operating activities are expected to be sufficient to cover any short¬ 
term and long-term debt and capital lease repayment obligations, as well as planned increases 
in capital expenditures. Planned capital expenditures for 1998 are approximately $455 million, 
of which $510 million relates to the opening of new stores and the modernization of existing 
stores, and $125 million for information systems, infrastructure and logistics. 

Capital Structure 

The Company's improved financial condition is expected to provide a solid base for growth 
opportunities and enhanced financial flexibility. During 1997, the Company was again able to 
reduce overall borrowings as it repaid $49 million of long-term debt and ended the year with no 
short-term debt. 

During 1997, the Company and its bankers finalized modifications to its domestic revolving 
credit agreement. At the Company's election, the previous $1 billion facility was reduced to a 
$500 million facility available through 2002. Management believes current domestic and 
international credit facilities and cash provided by operations will be adequate to finance its 
working capital requirements and support the development of the Company's short and long¬ 
term strategies. At year end, the entire amount of the credit facility was unused. 

The Company has a registration statement filed with the Securities and Exchange Commis¬ 
sion which allows for the additional issuance of up to $560 million of debt securities and 
warrants to purchase debt securities. Depending on market conditions and capital needs, 
additional long-term financing may be utilized. 

For purposes of calculating debt to total capitalization, the Company includes the present 
value of operating lease commitments. These commitments are the primary financing vehicle 
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used to fund store expansion. The following table sets forth the components of the Company's 
capitalization, both with and without the present value of operating leases: 


1997 1996 

($ in millions) 

Short-term debt. $ — $ — 

Long-term debt and capital lease obligations. 557 590 

Present value of operating leases. 1,952 1,950 

Total debt. 2,509 2,540 

Shareholders' equity. 1,271 1,554 

Total capitalization. $5,780 $5,874 

Debt capitalization percent. 66.4% 65.6% 

Debt capitalization percent without operating leases. 50.5% 50.7% 


The debt to capital ratio remained consistent compared with 1996. Total debt (including 
the present value of operating leases) decreased by $51 million in 1997 and shareholders' 
equity decreased primarily due to the current year net loss of $10 million and the foreign 
currency translation adjustment of $56 million. Management's objective is to further reduce its 
ratio of debt to capitalization. 


Credit Ratings 

The Company's debt credit ratings are as follows: 
Commercial Paper: 

Standards & Poor's. 

Moody's Investors Service. 

Long-Term Debt: 

Standards & Poor's. 

Moody's Investors Service. 


1997 

1996 

A-5 

A-5 

P5 

P5 

BBB- 

BBB- 

Baa5 

Baa5 


Strategic Plan 

During 1997, the financial structure of the Company continued to strengthen with increased 
income from continuing operations and positive operating cash flow. Its return on investment 
has increased to 8.5 percent in 1997 from 5.6 percent in 1994. During the year, the Company 
significantly reduced operating costs and outstanding debt levels and disposed of non-strategic 
investments. 

This financial strength will provide the Company with the ability to meet its strategic goal of 
increasing its position in the global market for athletic footwear, athletic apparel and sporting 
goods. As part of its strategy for growth, the Company is in the process of converting 
approximately 150 of its discontinued U.S. general merchandise locations into Toot Locker, 
Champs Sports or other formats. 

Throughout the coming years the Company expects to continue to focus on growth 
opportunities and is planning capital investments of approximately $1 billion through the year 
2000 for new and remodeled stores, information systems, infrastructure and logistics. The 
Company will maximize the use of its resources by the divestiture of non-strategic businesses 
and investment in those portions of the business offering the highest returns. 

On April 2, 1998, the Company announced the selection of a new corporate name, Venator 
Group, Inc. The Company will continue to operate as Woolworth Corporation pending share¬ 
holder approval of the new name in June 1998. 

Impact of Recently Issued Accounting Standards 

In June 1997, the FASB issued SFAS Ho. 150, Reporting Comprehensive Income/' which 
establishes standards for reporting and display of comprehensive income and its components 
in the financial statements, and SFAS Ho. 151, "Disclosures about Segments of an Enterprise 
and Related Information, ' which establishes revised standards for reporting and disclosure 
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requirements for operating segments. The Company will adopt SFAS nos. 130 and 131 by fiscal 
year-end 1998. These Statements increase disclosure only and will have no effect on the 
Company's financial position or results of operations. 

In February 1998, the FASB issued SFAS Do. 132, "Employer's Disclosures about Pensions 
and Other Postretirement Benefits/' which is effective for fiscal years beginning after Decem¬ 
ber 15, 1997. This statement revises employer's disclosures about pensions and other 
postretirement benefit plans. It does not change the measurement or recognition of those 
plans. 

Seasonality 

The Company's retail businesses are seasonal in nature. Historically, the greatest propor¬ 
tion of sales and net income is generated in the fourth quarter and the lowest proportion of 
sales and net income is generated in the first quarter, reflecting seasonal buying patterns. 

Impact of Year 2000 

The year 2000 issue is the result of computer programs being written using two digits, 
rather than four, to define the applicable year. Accordingly, any of the Company's computer 
programs that have date sensitive software may cause system failures or miscalculations if data 
entry of "00" is recognized as the year 1900 rather than 2000. As discussed previously, 
included in 1997 capital spending is a portion of the Company's cost for the development and 
installation of comprehensive information systems. The installation of these systems, which is 
being undertaken for business purposes, eliminates the need to reprogram or replace certain 
existing software to address the impact of the year 2000 issue. The Company is utilizing both 
internal and external resources to reprogram, or replace, and test software for year 2000 
compliance. Additionally, a review of our suppliers is being made to assure that they are 
working toward year 2000 compliance. The Company estimates the total direct amount to 
remediate the year 2000 issue is not expected to be material to the Company's results of 
operations or financial condition. All costs will be expensed as incurred, unless new software is 
purchased which will be capitalized. 

Impact of the European Monetary Unit 

The European Common Market was established in 1987, leading to the European Union of 
today. To further integrate these countries, the European Union is planning to develop the 
European Monetary Union in which all participating countries will use a common currency, the 
"Euro. " Euro bank notes and coins are scheduled to be introduced by January 2002. The 
Company is expecting that the installation and development of the integrated information 
systems previously discussed will accommodate the impact of the Euro. The Company is in the 
process of reviewing the effect of supplier and customer compliance. 

Disclosure Regarding Forward-Looking Statements 

This report, including Management's Discussion and Analysis of Financial Conditions and 
Results of Operations contains forward-looking statements within the meaning of the federal 
securities laws. All statements, other than statements of historical facts, which address 
activities, events or developments that the Company expects or anticipates will or may occur in 
the future, including such things as future capital expenditures, expansion, strategic plans, 
expansion and growth of the Company's business and operations and other such matters are 
forward-looking statements. These forward-looking statements are based on many assumptions 
and factors including effects of currency fluctuations, consumer preferences and economic 
conditions worldwide. Any changes in such assumptions or factors could produce significantly 
different results. 
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk 
Derivatives 

Derivative financial instruments are used by the Company to manage its interest rate and 
international currency exposures. The Company's policy is not to hold derivative financial 
instruments for trading or speculative purposes. 


Interest Rates 


The Company centrally manages its debt and investment portfolios considering opportuni¬ 
ties and risks, tax consequences and overall financing strategies. The Company's investment 
portfolio consists of long-term investments and short-term marketable securities. It is the 
Company's policy to hold these investments until maturity. The Company's weighted-average 
interest rate on its debt instruments is 7.6 percent and 7.5 percent in 1997 and 1996, 
respectively. 


The following table presents the fair value of debt instruments by maturity date: 

1997 1996 


(in millions) 


1997 . 

1998 . 

1999 . 

2000 . 

2001. 

2002 and Thereafter 


— 

12 

17 

55 

2 

2 

206 

202 

55 

51 

281 

250 


Total 


$559 $570 


Foreign Exchange 

International operations constitutes approximately 15.5 percent of 1997 consolidated 
operating profit. As currency exchange rates change, translating the income statements of 
international businesses into U.S. dollars affects year-over-year comparability of operating 
results. Changes in currency exchange rates that would have the largest impact on translating 
international operating results are the German Mark and Canadian dollar. Wet foreign exchange 
gains and losses were not material to operating results in the past three years. The Company's 
international operations purchase significant levels of inventory in U.S. dollars. In order to 
mitigate this exposure the Company selectively hedges these purchases through forward 
contracts which mature within one year. At January 51, 1998, the fair value of these contracts 
was not material to the Company's financial position. 
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Item 8. Consolidated Financial Statements and Supplementary Data 

Information called for by this item is set forth in the Company's Consolidated Financial 
Statements and supplementary data contained in this report and is incorporated herein by this 
reference. Specific financial statements and supplementary data can be found on the pages 


listed in the following index: 

Index Page 

Management's Report. F-2 

independent Auditors' Report. F-3 

Consolidated Statements of Operations. F-4 

Consolidated Balance Sheets . F-5 

Consolidated Statements of Shareholders' Equity. F-6 

Consolidated Statements of Cash Flows. F-7 

notes to Consolidated Financial Statements. F-8 


Item 9. Changes In and Disagreements with Accountants on Accounting and Financial 
Disclosure 

There were no disagreements between the Company and its independent accountants on 
matters of accounting principles or practices. 


PART III 

Item 10. Directors and Executive Officers of the Company 

(a) Directors of the Company 

Information relative to directors of the Company is set forth under the section cap¬ 
tioned "Election of Directors" in the Proxy Statement and is incorporated herein by 
reference. 

(b) Executive Officers of the Company 

Information with respect to executive officers of the Company is set forth immediately 
following Item 4 in Part 1 hereof on pages 5 and 6. 

(c) Information with respect to compliance with Section 16(a) of the Securities Exchange 
Act of 1934 is set forth under the section captioned "Section 16(a) Beneficial Ownership 
Reporting Compliance" in the Proxy Statement and is incorporated herein by reference. 
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Item 11* Executive Compensation 


Information set forth in the Proxy Statement, beginning with the section captioned 
'Director's Compensation and Benefits; Indemnification Arrangements ' through and including 
the section captioned "Compensation Committee Interlocks and Insider Participation'' is 
incorporated herein by reference* 

Item 12. Security Ownership of Certain Beneficial Owners and Management 

Information set forth in the Proxy Statement under the section captioned "Beneficial 
Ownership of the Company's Stock" is incorporated herein by reference. 

Item 13. Certain Relationships and Related Transactions 

Information set forth in the Proxy Statement under the section captioned "Transactions 
with Management and Others" is incorporated herein by reference. 

PART IV 

Item 14. Exhibits , Financial Statement Schedules and Reports on Form 8-K 
(a)(1) Financial Statements 

The list of financial statements required by this item is set forth in Item 8 
"Consolidated Financial Statements and Supplementary Data" and is incorporated herein 
by reference. 

(a)(2) and (d) Financial Statement Schedules 

Mo financial statement schedules have been presented since the required information 
is shown in the financial statements or Notes to Consolidated Financial Statements. 

Separate financial statements of the parent company have not been presented since all 
consolidated subsidiaries of the Company are wholly owned and have indebtedness, not 
guaranteed by the parent company, in the aggregate of less than 5 percent of the 
Company's consolidated total assets. 

Separate financial statements of subsidiaries less than 50 percent owned have not 
been presented since these subsidiaries, both individually and in the aggregate, do not 
constitute significant subsidiaries. 
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(a)(3) and (c) Exhibits 

The following exhibits are filed herewith or incorporated by reference as indicated below. 


Exhibit Do. 
in Item 601 of 
Regulation S-K 

1 

2 

3(i)(a) 


3(i) (b) 


3(ii) 

4.1 


4.2 

4.3 

4.4 

4.5 

4.6 

4.7 

5 

8 

9 

10.1 


10.2 


Description 


Certificate of Incorporation of the Company, as filed by the Department of State 
of the State of flew York on April 7, 1989 (incorporated herein by reference to 
Exhibit 3(i) (a) to the Quarterly Report on Form 10-Q for the quarterly period 
ended July 26, 1997, filed by the Company with the SEC on September 4, 1997 
(the "July 26, 1997 Form 10-Q") ). 

Certificates of Amendment of the Certificate of Incorporation of the Company, as 
filed by the Department of State of the State of Mew York on (a) July 20, 1989, 
(b) July 24, 1990 and (c) July 9, 1997 (incorporated herein by reference to 
Exhibit 3(i) (b) to the July 26, 1997 Form 10-Q). 

By-laws of the Company, as amended (incorporated herein by reference to 
Exhibit 3(ii) to the July 26, 1997 Form 10-Q). 

The rights of holders of the Company's equity securities are defined in the 
Company's Certificate of Incorporation, as amended (incorporated herein by 
reference to: (a) Exhibits 3(i)(a) and 3(i) (b) to the July 26, 1997 
Form 10-Q). 

Rights Agreement dated as of March 11, 1998, between Woolworth Corporation 
and First Chicago Trust Company of Mew York, as Rights Agent (incorporated 
herein by reference to Exhibit 4 to the Form 8-K dated March 11, 1998). 

Indenture dated as of October 10, 1991 (incorporated herein by reference to 
Exhibit 4.1 to the Registration Statement on Form S-3 (Registration 
Mo. 33-43334) previously filed with the SEC). 

Forms of Medium-Term Motes (Fixed Rate and Floating Rate) (incorporated 
herein by reference to Exhibits 4.4 and 4.5 to the Registration Statement on 
Form S-3 (Registration Mo. 33-43334) previously filed with the SEC). 

Form of Q'h% Debentures due 2022 (incorporated herein by reference to 
Exhibit 4 to the Company's Form 8-K dated January 16, 1992). 

Purchase Agreement dated June 1, 1995 and Form of 7% Motes due 2000 
(incorporated herein by reference to Exhibits 1 and 4, respectively, to the 
Company's Form 8-K dated June 7, 1995). 

Distribution Agreement dated July 13, 1995 and Forms of Fixed Rate and 
Floating Rate Motes (incorporated herein by reference to Exhibits 1, 4.1 and 4.2, 
respectively, to the Company's Form 8-K dated July 13, 1995). 


1986 Woolworth Stock Option Plan (incorporated herein by reference to 
Exhibit 10(b) to the Company's Annual Report on Form 10-K for the year ended 
January 28, 1995, filed by the Company with the SEC on April 24, 1995 (the 
"1994 10-K") ). 

Amendment to the 1986 Woolworth Stock Option Plan (incorporated herein by 
reference to Exhibit 10(a) to the Company's Annual Report on Form 10-K for the 
year ended January 27, 1996, filed by the Company on April 26, 1996 (the 
"1995 10-K") ). 
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Exhibit No. 
in Item 601 of 
Regulation S-K 

10.3 

10.4 

10.5 

10.6 

10.7 

10.8 

10.9 

10.10 
10.11 
10.12 

10.13 

10.14 

10.15 

10.16 

10.17 

10.18 

10.19 

10.20 
10.21 


Description 

Woolworth Corporation 1995 Stock Option and Award Flan (incorporated herein 
by reference to Exhibit 10(p) to the 1994 10-K). 

1998 Stock Option and Award Plan adopted by the Board of Directors on April 8, 
1998, subject to shareholder approval at the 1998 annual meeting of 
shareholders. 

Executive Supplemental Retirement Flan (incorporated herein by reference to 
Exhibit 10(d) to the Registration Statement on Form 8-B filed by the Company 
with the SEC on August 7, 1989 (Registration No. 1-10299) (the "8-B 
Registration Statement")). 

Amendments to the Executive Supplemental Retirement Flan (incorporated 
herein by reference to Exhibit 10(c) (i) to the 1994 10-K). 

Amendment to the Executive Supplemental Retirement Flan (incorporated 
herein by reference to Exhibit 10(d) (ii) to the 1995 10-K). 

Supplemental Executive Retirement Flan (incorporated herein by reference to 
Exhibit 10(e) to the 1995 10-K). 

Long-Term Incentive Compensation Flan, as amended and restated 
(incorporated herein by reference to Exhibit 10(f) to the 1995 10-K). 

Annual Incentive Compensation Plan, as amended and restated (incorporated 
herein by reference to Exhibit 10(g) to the 1995 10-K). 

Form of indemnification agreement, as amended (incorporated herein by 
reference to Exhibit 10(g) to the 8-B Registration Statement). 

Woolworth Corporation Voluntary Deferred Compensation Plan (incorporated 
herein by reference to Exhibit 10(i) to the 1995 10-K). 

Trust agreement dated as of November 12, 1987, between F.W. Woolworth Co. 
and The Bank of New York, as amended and assumed by the Company 
(incorporated herein by reference to Exhibit 10(j) to the 8-B Registration 
Statement). 

Woolworth Corporation Directors' Retirement Flan, as amended (incorporated 
herein by reference to Exhibit 10(k) to the 8-B Registration Statement). 

Amendments to the Woolworth Corporation Directors' Retirement Plan 
(incorporated herein by reference to Exhibit 10(c) to the Company's Form 10-Q, 
for the period ended October 28,1995, filed with the SEC on December 11,1995 
(the "October 28, 1995 10-Q”)). 

Employment agreement with Roger N. Farah dated as of December 11, 1994 
(incorporated herein by reference to Exhibit 10(d) to the Company's 
1994 10-K). 

Restricted Stock Agreement with Roger N. Farah dated as of January 9, 1995 
(incorporated herein by reference to Exhibit 10(m) to the 1994 10-K). 

Employment agreement with Dale W. Hilpert dated as of May 1, 1997 
(incorporated herein by reference to Exhibit 10 to the Registrant's Form 10-Q for 
the period ended April 26, 1997 filed with the SEC on June 6, 1997). 

Consulting Agreement with DBSS Group, Inc. dated July 1, 1996 (incorporated 
herein by reference to Exhibit 10.2 to the Company's Form 10-K for the year 
ended January 25, 1997, filed by the Company with the SEC on April 25, 1997 
(the "1996 10-K") ). 

Agreement with M. Jeffrey Branman dated April 24,1997 (incorporated herein by 
reference to Exhibit 10(r) to the 1996 10-K). 

Supplemental agreement with M. Jeffrey Branman dated April 24, 1997 
(incorporated herein by reference to Exhibit 10(r) (i) to the 1996 10-K). 
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Description 


Exhibit No. 
in item 601 of 
Regulation S-K 

10.22 

10.23 

10.24 

10.25 

10.26 

10.27 

10.28 


10.29 

10.30 

10.31 

10.32 

10.33 

10.34 


10.35 

11 

12 

13 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


Employment Term Sheet for M. Jeffrey Branman dated February 15, 1996 
(incorporated herein by reference to Exhibit 10(r) (ii) to the 1996 10-K). 

Agreement with John E. DeWolf 111 dated April 7, 1997 (incorporated herein by 
reference to Exhibit 10(s) to the 1996 10-K). 

Employment Term Sheet for John E. DeWolf III dated February 8, 1996 
(incorporated herein by reference to Exhibit 10(s) (i) to the 1996 10-K). 

Agreement with John F. Gillespie dated April 7, 1997 (incorporated herein by 
reference to Exhibit 10(t) to the 1996 10-K). 

Employment Term Sheet for John F. Gillespie dated February 26, 1996 
(incorporated herein by reference to Exhibit 10(t) (i) to the 1996 10-K). 

Woolworth Corporation Executive Severance Pay Plan (incorporated herein by 
reference to Exhibit 10(u) to the 1995 10-K). 

Agreement with Reid Johnson dated September 8,1997 (incorporated herein by 
reference to Exhibit 10 to the Company's Form 10-Q for the period ended 
October 25, 1997 filed with the SEC on December 8, 1997). 

Employment Terms for Reid Johnson dated July 25, 1997. 

Form of Senior Executive Severance Agreement (incorporated herein by 
reference to Exhibit 10(v) to the 1995 10-K). 

Woolworth Corporation Directors' Stock Plan (incorporated herein by reference 
to Exhibit 10(b) to the Company's October 28, 1995 10-Q). 

$500 million Credit Agreement dated as of April 9,1997 (incorporated herein by 
reference to Exhibit 10(y) to the 1996 10-K). 

Woolworth Corporation Excess Cash Balance Plan (incorporated herein by 
reference to Exhibit 10(c) to the 1995 10-K). 

Amendment no. 1 dated as of July 16, 1997 to the Credit Agreement dated 
April 9, 1997 (incorporated herein by reference to Exhibit 10 to the July 26, 
1997 Form 10-Q). 

Amendment no. 2 dated as of April 13, 1998 to the Credit Agreement dated 
April 9, 1997. 

* 

Computation of Ratio of Earnings to Fixed Charges. 


Subsidiaries of the Company. 


Consent of Independent Auditors. 


♦ 
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Descri ption 


Exhibit Mo. 
in Item 601 of 
Regulation S-K 


26 

27.1 

27.2 

27.3 
99 


Financial Data Schedule, which is submitted electronically to the SEC for 
information only and not filed. 

1996 Restated Financial Data Schedule, which is submitted electronically to the 
SEC for information only and not filed. 

1995 Restated Financial Data Schedule, which is submitted electronically to the 
SEC for information only and not filed. 


* riot applicable 
(b) Reports on Form 8-K 

There were no reports on Form 8-K filed for the quarter ended January 31, 1998. 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 
1934, the Company has duly caused this report to be signed on its behalf by the undersigned, 
thereunto duly authorized. 


WOOLWORTH CORPORATION 


By:_ /s/ Roper N, Farah _ 

Roger Pi. Parah 
Chairman of the Board and 
Chief Executive Officer 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been 
signed below on April 8, 1998, by the following persons on behalf of the Company and in the 
capacities indicated. 


is/ Roger N. Farah _ _ /si Jarobin Gilbert Jr. 

Roger N. Farah Jarobin Gilbert Jr. 

Chairman of the Board and Director 

Chief Executive Officer 


/si Dale W. Hilpert 


/si Allan Z. LoREn 


Dale W. Hilpert Allan Z. Loren 

President and Director 

Chief Operating Officer 


is/ Reid Johnson 


/si Margaret F. MacKimm 


Reid Johnson 
Senior Vice President and 
Chief Financial Officer 


Margaret F. MacKimm 
Director 


is/ 

Bruce L. Hartman 

/si John J. Mackowski 

Bruce L. Hartman 

Vice President and Controller 

John J. Mackowski 

Director 

is/ 

J. Carter Bacot 

/si James E. Preston 

is/ 

J. Carter Bacot 

Director 

Purdy Crawford 

James E. Preston 

Director 

is/ Christopher A. Sinclair 

is/ 

Purdy Crawford 

Director 

Philip H. Qeier Jr. 

Christopher A. Sinclair 

Director 


Philip H. Geier Jr, 
Director 
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Consolidated Statements of Shareholders' Equity. F-6 
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F-l 










MANAGEMENT'S REPORT 


The integrity and objectivity of the financial statements and other financial information 
presented in this annual report are the responsibility of management of the Company. The 
financial statements have been prepared in conformity with generally accepted accounting 
principles and necessarily include amounts based on the best estimates and judgment of 
management. 

The Company maintains accounting systems and related internal policies and procedures 
designed to provide reasonable assurance that assets are safeguarded, transactions are 
executed in accordance with management's authorization and are properly recorded, and 
accounting records may be relied upon for the preparation of financial statements and other 
financial information. The design, monitoring and revision of internal accounting control 
procedures involve, among other things, management's judgment with respect to the relative 
costs and expected benefits related to specific control measures. The Company also maintains 
an internal audit function for evaluating and formally reporting on the adequacy and effective¬ 
ness of internal accounting controls, policies and procedures. 

The Company's financial statements have been audited by KFMG Feat Marwick LLF, the 
Company's independent auditors, whose report expresses their opinion with respect to the 
fairness of the presentation of the statements. 

The Audit Committee of the Board of Directors, which is comprised solely of directors who 
are not officers or employees of the Company, meet regularly with the Company's manage¬ 
ment, internal auditors, legal counsel and KPMG Peat Marwick LLP to review the activities of 
each group and to satisfy itself that each is properly discharging its responsibility. In addition, 
the Audit Committee meets on a periodic basis with KFMG Peat Marwick LLP, without manage¬ 
ment's presence, to discuss the audit of the financial statements as well as other auditing and 
financial reporting matters. The Company's internal auditors and independent auditors have 
direct access to the Audit Committee. 


/si Roger N, Farah 


ROGER N. FARAH, 
Chairman of the Board and 
Chief Executive Officer 


is / Dale W. Hilpert 
DALE W. HILPERT, 

President and Chief Operating Officer 

is / Reid Jomson 
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April 8, 1998 


REID JOHNSON, 
Senior Vice President and 
Chief Financial Officer 






INDEPENDENT AUDITORS' REPORT 


To the Board of Directors 
and Shareholders of 
Woolworth Corporation 

We have audited the accompanying consolidated balance sheets of Woolworth Corporation 
and subsidiaries as of January 51, 1998 and January 25, 1997 and the related consolidated 
statements of operations, shareholders' equity and cash flows for each of the years in the three- 
year period ended January 51, 1998. These consolidated financial statements are the responsi¬ 
bility of Woolworth Corporation's management. Our responsibility is to express an opinion on 
these consolidated financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes examin¬ 
ing, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement presenta¬ 
tion. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all 
material respects, the financial position of Woolworth Corporation and subsidiaries as of 
January 31,1998 and January 25, 1997, and the results of their operations and their cash flows 
for each of the years in the three-year period ended January 31, 1998 in conformity with 
generally accepted accounting principles. 

As discussed in note 3 to the consolidated financial statements, in 1995 Woolworth 
Corporation adopted Statement of Financial Accounting Standards No. 121, "Accounting for 
the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of." 


/S/ KPMG FEAT MARWICK LLP 


New York, NY 
March 11, 1998 
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CONSOLIDATED STATEMENTS OF OPERATIONS 



1997 

1996 

1995 


(in millions. 

except per share amounts) 

Sales. 

$6,624 

$7,017 

$7,031 

Costs and Expenses 




Cost of sales. 

4,568 

4,783 

4,863 

Selling, general and administrative expenses. 

1,535 

1,712 

1,801 

Depreciation and amortization. 

168 

171 

216 

Interest expense. 

44 

59 

104 

Other income. 

(29) 

(28) 

(31) 

Adoption of accounting standard for impairment of long- 




lived assets. 

— 

— 

211 


6,286 

6,697 

7,164 

Income (loss) from continuing operations before income 




taxes. 

338 

320 

(133) 

Income tax expense (benefit). 

125 

127 

(35) 

Income (loss) from continuing operations. 

213 

193 

(98) 

Loss from discontinued operations, net of income taxes 




of $19, $16 and $34 respectively. 

(28) 

(24) 

(66) 

Loss on disposal of discontinued operations, net of 




income taxes of $115. 

(195) 

— 

— 

Net income (loss) . 

$ (10) 

$ 169 

$ (164) 

Basic earnings per share: 




Income (loss) from continuing operations. 

$ 1.58 

$ 1.45 

$(0.73) 

Loss from discontinued operations . 

(1.66) 

(0.19) 

(0.50) 

Net income (loss) . 

$(0.08) 

$ 1.26 

$(1.23) 

Diluted earnings per share: 




Income (loss) from continuing operations. 

$ 1.57 

$ 1.44 

$(0.73) 

Loss from discontinued operations . 

(1.64) 

(0.18) 

(0.50) 

Net income (loss) . 

$(0.07) 

$ 1.26 

$(1.23) 


See Accompanying Notes to Consolidated Financial Statements on pages F-8 to F-27. 
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CONSOLIDATED BALANCE SHEETS 

1997 1996 

(in millions) 

ASSETS 

Current assets 

Cash and cash equivalents. $ 116 $ 328 

Merchandise inventories. 1,159 1,066 

Net assets of discontinued operations . 7 186 

Other current assets. 177 202 

1,459 1,782 

Property and equipment, net. 1,053 983 

Deferred charges and other assets. 670 574 

$3,182 $3,339 

LIABILITIES AND SHAREHOLDERS' EQUITY 

Current liabilities 

Accounts payable. $ 327 $ 286 

Accrued liabilities. 335 447 

Current portion of reserve for discontinued operations. 72 — 

Current portion of long-term debt and obligations under capital leases 22 15 

756 748 

Long-term debt and obligations under capital leases. 535 575 

Deferred taxes. 48 55 

Reserve for discontinued operations . 18 — 

Other liabilities. 554 627 

Shareholders' equity. 1,271 1,334 

Commitments. . . 

$3,182 $3,339 


See Accompanying Notes to Consolidated Financial Statements on pages F-8 to F-27. 



































CONSOLIDATED STATEMENTS OE SHAREHOLDERS' EQUITY 


1997 _ _ 1996 _ _ 1995 _ 

Shares Amount Shares Amount Shares Amount 
(shares in thousands, amounts in millions) 


Preferred Stock 

$2,20 Series A Convertible Preferred, 
par value 

$1 per share, 7 million shares 
authorized 

Outstanding at beginning of year 

Converted during year. 

Outstanding at end of year. 

Common Stock and Paid-in Capital 

Par value $.01 per share, 500 million 
shares authorized 


Issued at beginning of year. 154,047 

Issued upon conversion of preferred 

shares . — 

Issued under employee stock plans .... 959 

Issued at end of year . 154,986 

Common stock in treasury at beginning 

of year. — 

Acquired at cost. ( 10) 

Restricted stock . — 

Common stock in treasury at end of 
year. (10 ) 

Amortization of stock issued under 

restricted stock option plan . — 

Redemption of preferred stock . — 

Common stock outstanding and paid-in 
capital at end of year. 154,976 


Retained Earnings 

Balance at beginning of year. 

Net income (loss). 

Change in subsidiaries' year end. 

Cash dividends declared: 

Preferred stock. 

Balance at end of year. 

Shareholders' Equity Before 
Adjustments . 

Foreign Currency Translation 
Adjustment 

Balance at beginning of year. 

Aggregate translation adjustment, net of 

deferred tax benefit . 

Balance at end of year. 

Minimum Pension Liability Adjustment 

Balance at beginning of year. 

Change during year, net of deferred tax 
benefit . 

Balance at end of year. 

Total Shareholders' Equity . 


$ — 

97 

$ — 

101 

$ - 

— 

(97) 

— 

(4) 

— 

— 

— 

— 

97 

— 

299 

133,051 

290 

132,505 

282 

_ 

461 

— 

21 

_ 

18 

535 

9 

525 

7 

317 

134,047 

299 

133,051 

289 

— 

— 

i 

(i) 

— 

1 

517 

134,047 

299 

133,051 

290 

1,050 


891 


1,055 

(10) 


169 


(164 

(7) 


(10) 



1,053 


1,050 


891 

1,350 


1,349 


1,181 

22 


83 


31 

(56) 


(61) 


52 

(34) 


22 


83 

(37) 


(35) 


(10 

(8) 


(2) 


(25 

(45) 


(37) 


(35 

$1,271 


$1,334 


$1,229 


See Accompanying Notes to Consolidated Financial Statements on pages F-8 to F-27. 
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CONSOLIDATED STATEMENTS OE CASH FLOWS 


1997 1996 1995 

(in millions) 

From Operating Activities 


Net income (loss) . 

Adjustments to reconcile net income (loss) to net cash 
provided by operating activities: 

Non-cash charge for discontinued operations, net of tax. 

Depreciation and amortization. 

Gain on sales of real estate . 

Adoption of accounting standard for impairment of long-lived 
assets . 

$ (10) 

33 

168 

(22) 

$ 169 

171 

(35) 

$(164) 

216 

(34) 

211 

Change in deferred taxes. 

32 

(62) 

(79) 

Change in assets and liabilities, net of acquisitions: 
Merchandise inventories. 

(99) 

86 

200 

Accounts payable and other accruals. 

(5) 

112 

2 

Net assets of discontinued operations . 

179 

55 

106 

Repositioning and restructuring reserves. 

(47) 

(63) 

(63) 

Other, net. 

(11) 

18 

108 

Net cash provided by operating activities. 

218 

451 

503 

From Investing Activities 

Proceeds from sales of real estate. 

41 

53 

110 

Capital expenditures. 

(284) 

(114) 

(139) 

Cost of acquisitions, net of cash acquired. 

(148) 

— 

(10) 

Purchase of investments . 

— 

— 

(64) 

Proceeds from sales of assets and investments. 

— 

26 

33 

Net cash used in investing activities . 

(391) 

(35) 

(70) 

From Financing Activities 

Decrease in short-term debt. 


(69) 

(784) 

Proceeds from issuance of long-term debt . 

— 

— 

332 

Principal payments of long-term debt. 

(44) 

(19) 

(21) 

Reduction in capital lease obligations. 

(3) 

(3) 

(3) 

Issuance of common stock. 

16 

7 

7 

Purchase of treasury stock. 

— 

— 

— 

Dividends paid. 

— 

— 

(20) 

Net cash used in financing activities. 

(31) 

(84) 

(489) 

Effect of Exchange Rate Fluctuations on Cash and Cash 
Equivalents. 

(8) 

(18) 

6 

Net Change in Cash and Cash Equivalents. 

(212) 

314 

(50) 

Cash and Cash Equivalents at Beginning of Year. 

328 

14 

64 

Cash and Cash Equivalents at End of Year. 

$ 116 

$ 328 

$ 14 

Cash Paid During the Year: 

Interest. 

$ 41 

$ 59 

$ 108 

Income taxes. 

$ 55 

$ 55 

$ 23 


See Accompanying Notes to Consolidated Financial Statements on pages F-8 to F-27. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1 Summary of Significant Accounting Policies 

Basis of Presentation 

The consolidated financial statements include the accounts of Woolworth Corporation and 
its domestic and international subsidiaries, all of which are wholly owned. All significant 
intercompany amounts have been eliminated. The preparation of financial statements in 
conformity with generally accepted accounting principles requires management to make esti¬ 
mates and assumptions relating to the reporting of assets and liabilities and the disclosure of 
contingent liabilities at the date of the financial statements, and the reported amounts of 
revenue and expense during the reporting period. Actual results are not expected to differ 
significantly from those estimates, 

Reporting Year 

The reporting period for the Company and its subsidiaries is the 52 or 55-week period 
ending on the last Saturday in January. The 1997 reporting year represents the 55 weeks ended 
January 51, 1998. The 1996 and 1995 reporting years represent the 52 weeks ended Janu- 
ary 25, 1997 and January 27, 1996, respectively. 

Beginning with 1998, the Company plans to change its reporting period to the Saturday 
closest to the last day in January. 

In 1997, the Company changed the reporting period for its Toot Locker Europe operations 
from a calendar year ending December 31, to the 53-week period ended on the last Saturday in 
January. The results of operations for the period from January 1 through January 31, 1998 
were charged to retained earnings in the current year in order to report only 12 months' 
operating results. 

In 1996, the Company changed the reporting period for its German operations from a 
calendar year ending December 31, to the 52-week period ended on the last Saturday in 
January. The results of operations for the period from January 1 through January 25, 1997 
were charged to retained earnings for the reporting year ended January 25, 1997 in order to 
report only 12 months' operating results. 

Cash and Cash Equivalents 

The Company considers all highly liquid investments with remaining maturities of three 
months or less when purchased to be cash equivalents. 

Merchandise Inventories 

Merchandise inventories are valued at the lower of cost or market using the retail method. 
Cost is determined on the last-in, first-out (LIFO) basis for most domestic inventories and the 
first-in, first-out (flEO) basis for international inventories. 

Property and Equipment 

Significant additions and improvements to property and equipment are capitalized. Mainte¬ 
nance and repairs are charged to current operations as incurred. Major renewals or replace¬ 
ments that substantially extend the useful life of an asset are capitalized and depreciated. 

Capitalized Software 

Certain costs related to software developed for internal use are capitalized and amortized 
on a straight-line basis over periods not exceeding 8 years. 


Depreciation and Amortization 


Owned property and equipment is depreciated on a straight-line basis over the estimated 
useful lives of the assets: 25 to 45 years for buildings and 3 to 10 years for furniture, fixtures 
and equipment. Leased property and equipment under capital leases and improvements to 
leased premises are amortized on a straight-line basis over the lesser of the life of the asset or 
the remaining term of the lease. 

Goodwill 

Excess purchase price over the fair value of assets acquired is amortized on a straight-line 
basis over periods not exceeding 40 years. Goodwill arising from acquisitions made since 1995 
is being amortized over periods not exceeding 20 years. Recoverability of goodwill is evaluated 
based upon estimated future profitability and cash flows. 

Derivative rinancial instruments 

Derivative financial instruments are used by the Company to manage its interest rate and 
international currency exposures. The Company does not hold derivative financial instruments 
for trading or speculative purposes. Tor interest rate swap agreements, the interest rate 
differential to be paid or received under the agreement is recognized over the life of the swap 
agreement and is included as an adjustment to interest expense. The carrying amount of each 
interest rate swap is reflected in the Consolidated Balance Sheets as a current receivable or 
payable as appropriate, for forward foreign exchange contracts, gains and losses designated as 
hedges of inventory purchases are deferred and included in the cost of inventory. Gains and 
losses that result from hedges of net investments in international subsidiaries are recognized as 
part of the foreign currency translation adjustment included in shareholders' equity until such 
time as the investment is liquidated. 

Pair Value of rinancial instruments 

The fair value of financial instruments is determined by reference to various market data 
and other valuation techniques as appropriate. The carrying value of cash and cash 
equivalents, other current receivables and short-term debt approximate fair value. Quoted 
market prices of the same or similar instruments are used to determine fair value of long-term 
investments, long-term debt, interest rate swaps and forward foreign exchange contracts. 
Discounted cash flows are used to determine the fair value of long-term receivables and 
mortgages if quoted market prices on these instruments are unavailable. 

Recoverability of Long-Lived Assets 

An impairment loss is recognized whenever events or changes in circumstances indicate 
that the carrying amount of an asset may not be recoverable. 

Beginning in 1995, with the adoption of Statement of financial Accounting Standards 
No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be 
Disposed Of" {"SFAS No. 121"), assets are grouped and evaluated at the lowest level for 
which there are identifiable cash flows that are largely independent of the cash flows of other 
groups of assets. The Company has identified this lowest level to be principally individual 
stores. The Company considers historical performance and future estimated results in its 
evaluation of potential impairment and then compares the carrying amount of the asset to the 
estimated future cash flows expected to result from the use of the asset. If the carrying amount 
of the asset exceeds estimated expected undiscounted future cash flows, the Company 
measures the amount of the impairment by comparing the carrying amount of the asset to its 
fair value. The estimation of fair value is generally measured by discounting expected future 
cash flows at the rate the Company utilizes to evaluate potential investments. The Company 
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estimates fair value based on the best information available making whatever estimates, 
judgments and projections are considered necessary. 

Stock-Based Compensation 

Statement of Financial Accounting Standards Mo. 123, "Accounting for Stock-Based Com¬ 
pensation/' ("SFAS Mo. 123 ") encourages, but does not require, companies to record 
compensation cost for stock-based employee compensation at fair value. The Company has 
chosen to continue to account for stock-based compensation using the intrinsic value method 
prescribed in Accounting Principles Board Opinion no. 25, "Accounting for Stock Issued to 
Employees" ("APB no. 25"). In accordance with APB no. 25, compensation expense is not 
recorded for options granted if the option price is equal to the quoted market price at the date 
of grant Compensation expense is also not recorded for employee purchases of stock under 
the 1994 Stock Purchase Plan since the plan is non-compensatory as defined in APB no. 25. 

Income Taxes 

The Company determines its deferred tax provision under the liability method, whereby 
deferred tax assets and liabilities are recognized for the expected tax consequences of 
temporary differences between the tax bases of assets and liabilities and their reported 
amounts using presently enacted tax rates. Deferred tax assets are recognized for tax credit and 
net operating loss carryforwards, reduced by a valuation allowance which is established when 
"it is more likely than not" that some portion or all of the deferred tax assets will not be 
realized. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in 
income in the period that includes the enactment date. 

Provision for U.S. income taxes on undistributed earnings of foreign subsidiaries is made 
only on those amounts in excess of the funds considered to be permanently reinvested. 

Store Pre-Opening and Closing Costs 

Store pre-opening costs are charged to expense as incurred. In the event a store is closed 
before its lease has expired, the estimated lease obligation, less sublease rental income, is 
provided for when a decision to close the store is made. 

Foreign Currency Translation 

The functional currency of the Company's international operations is the applicable local 
currency. The translation of the applicable foreign currency into U.S. dollars is performed for 
balance sheet accounts using current exchange rates in effect at the balance sheet date and for 
revenue and expense accounts using the weighted-average rates of exchange prevailing during 
the year. The unearned gains and losses resulting from such translation are included as a 
separate component of shareholders' equity. 

Earnings Per Share 

The Company has adopted Statement of Financial Accounting Standards No. 128, "Earn¬ 
ings Per Share" ("SFAS No. 128"). SFAS No. 128 requires the presentation of basic earnings 
per share and diluted earnings per share. Basic earnings per share is computed as net earnings 
divided by the weighted-average number of common shares outstanding for the period. Diluted 
earnings per share reflects the potential dilution that could occur from common shares 
issuable through stock-based compensation including stock options, restricted stock awards 
and other convertible securities. 
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A reconciliation of weighted-average common shares outstanding to weighted-average 
common shares outstanding assuming dilution follows: 



1997 

1996 

1995 

Average common shares outstanding. 

Incremental common shares issuable . 

134.6 

1.2 

(in millions) 

133.5 

.8 

132.9 

Average common shares outstanding assuming 
dilution. 

135.8 

134.3 

132.9 


Options with an exercise price greater than the average market price were not included in 
the computation of diluted earnings per share and would not have a material impact on diluted 
earnings per share. 

Reclassifications 

Certain balances in prior fiscal years have been reclassified to conform with the presenta¬ 
tion adopted in the current fiscal year. 

As discussed in note 5 to the consolidated financial statements, all financial statements 
and related footnotes have been restated to reflect the discontinuance of the domestic 
Woolworth general merchandise business. 

2 Acquisitions 

On January 30, 1997, the Company acquired Eastbay, Inc. ("Eastbay") in a transaction 
accounted for as a purchase. Under the purchase agreement, stockholders of Eastbay received 
cash in amounts between $22 and $24 for each of their shares. The cash acquisition cost was 
$140 million with an additional $6 million contingently payable for attaining certain perform¬ 
ance goals. The Company's consolidated results of operations include those of Eastbay 
beginning with the date the acquisition was consummated. The excess of cost over net assets 
acquired of approximately $107 million is amortized using the straight-line method over 20 
years. 

On August 18,1997, the Company acquired 27 Koenig Sporting Goods stores from Koenig 
Sporting Goods, Inc. for approximately $8 million in cash and is converting these stores into 
the Champs Sports format. This transaction was accounted for as a purchase. 

On February 26, 1998, the Company acquired 94 Athletic Fitters stores from Athletic 
Fitters, Inc., ("Athletic Fitters") a Minneapolis-based company, for a cash price of approxi¬ 
mately $29 million. The stores purchased will be converted to such Athletic formats as Foot 
Locker, Lady Foot Locker and Kids Foot Locker. This acquisition was accounted for as a 
purchase and the excess of cost over net assets acquired of approximately $12 million will be 
amortized using the straight-line method over 20 years. 

3 Impairment of Long-Lived Assets 

in 1995, the Company adopted SFAS No. 121 and recorded a non-cash pre-tax charge of 
$241 million ($165 million after-tax) of which $211 million related to continuing operations. Of 
the total impairment loss recognized upon adoption, $209 million represented impairment of 
long-lived assets such as properties, store fixtures and leasehold improvements, $24 million 
related to goodwill and $8 million pertained to other intangibles. For continuing operations, 
pre-tax impairment of $3 million and $6 million for 1997 and 1996, respectively, is included in 
selling, general and administrative expenses. 
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4 Segment Information 

The Company's stores are categorized into two segments: Specialty and International 
General Merchandise. The Specialty segment includes: the Athletic Group, the northern Group, 
Specialty Footwear and Other Specialty. The International General Merchandise segment 
includes operations in Germany and Canada. See Management's Discussion and Analysis of 
Financial Condition and Results of Operations for further commentary. 


Sales 


SPECIALTY: 

Athletic Group 
northern Group .. . 
Specialty Footwear 
Other Specialty . . . 


1997 1996 1995 

(in millions) 

$3,723 $3,615 $3,424 

455 426 367 

546 721 729 

421 452 583 

5,145 5,214 5,103 


INTERNATIONAL GENERAL MERCHANDISE. 


1,479 


Operating Results 


1997 


SPECIALTY: 

Athletic Group. $375 


1,803 


1,928 


$6,624 $7,017 $7,031 


1996 

{in minions) 
$461 


1995 


$ 277 


Northern Group . 

. 40 

42 

32 

Specialty Footwear. 

. (9) 

(10) 

(61) 

Other Specialty. 

. 5 

(45) 

(108) 


411 

448 

140 

international general merchandise. 

. 21 

(7) 

(117) 

Operating results. 

. 432 

441 

23 

Corporate expense and income. 

. 50 

62 

52 

Interest expense. 

. 44 

59 

104 

Income (loss) before income taxes. 

. $338 

$320 

$(133) 
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Depreciation and 

Amortization _ Capital Expenditures _ Total Assets 




1997 

1996 

1995 

1997 

1996 

1995 

1997 

1996 

1995 







(in minions) 




SPECIALTY: 











Athletic Group . 

i 

$ 81 

$ 76 

$ 85 

$135 

$ 53 

$ 40 

$1,308 

$1,075 

$1,044 

Northern Group 


10 

11 

11 

23 

10 

13 

215 

224 

169 

Specialty Footwear .. 

11 

13 

21 

22 

16 

9 

227 

271 

284 

Other Specialty. 


11 

15 

27 

14 

5 

8 

142 

157 

239 



113 

115 

144 

194 

84 

70 

1,892 

1,727 

1,736 

INTERNATIONAL 

GENERAL 

MERCHANDISE 


37 

44 

59 

16 

13 

61 

868 

1,095 

1,175 

Corporate. 


18 

12 

13 

74 

17 

8 

415 

331 

196 

Discontinued 
operations, net.... 







7 

186 

232 

Total Company : 

$168 

$171 

$216 

$284 

$114 

$139 

$3,182 

$3,339 

$3,339 



Sales 


Operating Results 


Total Assets 



1997 

1996 

1995 

1997 

1996 

1995 

1997 

1996 

1995 






(in millions) 




United States ... 

$4,194 

$4,050 $3,970 

$365 

$404 

$ 172 

$1,954 

$1,758 

$1,700 

Europe . 

1,574 

1,942 

2,021 

44 

16 

(100) 

912 

1,175 

1,196 

Canada . 

643 


798 

814 

18 

28 

(33) 

247 

307 

342 

Pacific Rim. 

210 


221 

217 

5 

(6) 

(12) 

69 

80 

82 

Mexico. 

3 


6 

9 

— 

(1) 

(4) 

— 

19 

19 


$6,624 

$7,017 $7,031 

$432 

$441 

$ 23 

$3,182 

$3,339 

$3,339 


5 Reserve for Discontinued Operations 

On July 17, 1997, the Company announced the closing of its 400 store domestic 
Woolworth general merchandise business. The Company expects to convert approximately 130 
of the prime locations to Foot Locker, Champs Sports and other athletic or specialty formats. 
The Company has converted 28 of the stores to Athletic Group formats through year-end. The 
remaining domestic Woolworth general merchandise stores as well as its distribution center in 
Denver, Pennsylvania were closed in November 1997. 

In July 1997, the Company recorded a charge of $310 million before-tax or $195 million 
after-tax, for the loss on the disposal of discontinued operations. Disposition activity related to 
the discontinued operations reserve for the period ended January 31, 1998 was a reduction of 
approximately $220 million and related primarily to the payments for leasehold and real estate 
disposition expenses, severance and related benefit costs and other related expenses. The 
remaining reserve balance at January 31, 1998 was $90 million, which consists principally of 
leasehold improvements and real estate disposition costs. 

The results of operations for all periods presented have been classified as discontinued 
operations in the Consolidated Statements of Operations. Sales from discontinued operations 
for the period ended July 17, 1997 (date of close) were $427 million. Sales for the 52-week 
period ended January 25, 1997 were $1,075 million. 
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The following is a summary of the net assets of discontinued operations: 

1997 1996 


{in millions) 

Assets. $28 $323 

Liabilities. 21 137 

(let assets of discontinued operations. $ 7 $186 


The assets consist primarily of inventory and fixed assets, and liabilities consist primarily of 
amounts due to vendors. During the period from July 17, 1997 through January 31, 1998, 
proceeds from disposal related to discontinued operations were $261 million which were 
primarily from the sale of merchandise inventories. 

On December 8, 1997, the Company announced the sale of its general merchandise 
business in Mexico. The impact of this sale is not significant and is included in the reserve for 
discontinued operations. 

6 Repositioning and Restructuring Reserves 

The Company recorded charges of $558 million in 1993 and $390 million in 1991 to reflect 
the anticipated costs to sell or close under performing specialty and general merchandise 
stores in the United States and Canada. The 1993 charge included estimated cash outlays for 
lease liabilities and other occupancy and facilities-related costs of $245 million, operating 
expenses during the shutdown period of $88 million, and severance and other personnel and 
related costs of $28 million, rion-cash charges cover asset and inventory write-downs of 
$197 million. The 1991 charge included estimated cash outlays for lease liabilities and other 
occupancy and facilities-related costs of $123 million, operating expenses during the shutdown 
period of $106 million, and severance and other personnel and related costs of $47 million, 
non-cash charges cover asset and inventory write-downs of $114 million. 

Under the 1993 repositioning program, approximately 970 stores were identified for closing 
or conversion to other formats. Approximately 13,000 store and distribution center employees 
were terminated under this program. Under the 1991 restructuring program, approximately 900 
stores were closed or converted to other formats. Approximately 7,700 store employees were 
terminated and 2,300 employees were transferred to other stores. 

Included in 1997 and 1996 operating results are adjustments of $22 million and $32 mil¬ 
lion, respectively, which were made to revise the original estimates based on actual experience 
to date. These adjustments were made for revisions to original estimates based on actual 
experience relating to lease costs, operating expenses, severance and other personnel and 
related costs. 


The activity in the reserves was as follows: 

1997 1996 

(in millions) 

Balance at beginning of year. $ 84 $147 

Interest on net present value of lease obligations. 5 6 

Cash payments. (30) (37) 

Adjustment for revision of estimates. (22 ) (32 ) 

Balance at end of year. $ 57 $ 84 
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Components of the balance are as follows: 


1997 1996 


(in millions) 

Real estate and related occupancy costs. $32 $61 

Facilities-related costs. 5 19 

Personnel and related costs. — 4 

$37 $84 


To date, the Company has substantially completed its negotiations to cancel leases or sell 
the properties in the reserve. The remaining balance will be required to satisfy the lease 
cancellations or property sales over the next few years. 


7 Merchandise Inventories 

1997 1996 

(in millions) 

UFO inventories. $ 678 $ 578 

FIFO inventories. 481 488 

Total merchandise inventories. $1,159 $1,066 

Excess of current cost (FIFO) over stated LIFO cost ... $ 4 $ 2 


8 Other Current Assets 


Met receivables. 

Operating supplies and prepaid expenses 

Deferred taxes. 

Other . 


1997 1996 

(in millions) 
$108 $115 

33 41 

32 42 

_4 4 

$177 $202 


9 Property and Equipment, net 


Land. 

Buildings: 

Owned. 

Leased . 

Furniture, fixtures and equipment: 

Owned. 

Leased... 

Less accumulated depreciation . 

Alterations to leased and owned buildings, net of 
accumulated amortization. 


1997 

1996 

(in millions) 

$ 93 

$ 101 

624 

734 

18 

20 

1,126 

1,025 

25 

8 

1,886 

1,888 

(1,065) 

(1,084) 

821 

804 

232 

179 

$ 1,053 

$ 983 
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10 Deferred Charges and Other Assets 

1997 1996 

(in millions) 

Deferred taxes. $337 $301 

Goodwill (net of accumulated amortization). 185 86 

Lease acquisition costs. 49 60 

Pension intangible. 10 16 

Other. 89 111 

$670 $574 


11 Accrued Liabilities 

1997 1996 

{in millions) 

Payroll and related costs. $ 97 $153 

Pension benefits. 31 20 

Taxes other than income taxes. 34 57 

Store closings and real estate-related costs. 31 46 

Income taxes payable. — 31 

Repositioning and restructuring . 19 25 

Deferred taxes. 13 9 

Other operating costs. 110 106 


$335 $447 


12 Short-Term Debt 

At January 31, 1998 and January 25, 1997, the Company had no outstanding short-term 
debt. At January 31, 1998, unused lines of credit under which the Company may borrow funds 
totaled $542 million, of which domestic credit lines totaled $500 million and international lines 
totaled $42 million. The $500 million domestic credit lines consisted of a revolving credit 
agreement with 13 lending institutions for general corporate purposes. The $42 million 
international credit lines consisted of overdraft facilities maintained for temporary needs. The 
Company has additional informal agreements with certain banks in the United States. 

At the Company's election in 1997, its existing $1 billion credit facility was reduced to 
$500 million and the terms modified. Restrictive covenants under the new agreement include 
tangible net worth levels, leverage ratios and fixed-charge coverage ratios. Up-front fees paid 
under the modified agreement will be amortized over the life of the facility on a pro-rata basis. 
In addition the Company pays an annual facility fee based on the Company's current credit 
rating of 0.15 percent. The $500 million facility expires in 2002. 
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13 Long-Term Debt and Obligations Under Capital Leases 


Following is a summary of long-term debt and obligations under capital leases: 


1997 1996 

(in millions) 

8.5% debentures payable 2022 . $200 $200 

7.0% debentures payable 2000 . 200 200 

6.98% to 7.43% medium-term notes payable through 2002 105 115 

3.75% to 10.5% mortgage obligations on real estate 

payable through 2013 . 20 22 

Other. 1 38 

Total long-term debt. 526 575 

Obligations under capital leases . 51 15 

557 590 

Less: current portion. 22 15 

$535 $575 


Maturities of long-term debt and minimum rent payments under capital 
periods are: 


1998 . 

1999 . 

2000 . 

2001. 

2002. 

Thereafter. 

Less: Imputed interest . . . 
Executory expenses 
Current portion .... 


Long-Term Capital 

Debt Leases 

(in millions) 


$ 17 
2 

202 

52 

42 

211 

526 


$ 6 
6 
4 
2 
2 

18 

38 

7 


_17 _5 

$509 $26 


leases in future 


Total 

$ 23 
8 

206 

54 

44 

229 

564 

7 

_ 22 

$535 


14 Leases 

The Company is obligated under capital and operating leases for a major portion of its 
store properties. Some of the store leases contain purchase or renewal options with varying 
terms and conditions. Management expects that in the normal course of business, expiring 
leases will generally be renewed or, upon making a decision to relocate, replaced by leases on 
other premises. Operating lease periods generally range from 5 to 10 years with options to 
renew, with terms ranging from 5 to 10 years. Certain leases provide for additional rent 
payments based on a percentage of store sales. 
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Rent expense consists of the following: 



1997 

1996 

1995 

Minimum rent . 

. $613 

(in millions) 

$634 

$620 

Contingent rent based on sales: 

Operating leases. 

. 21 

26 

27 

Capital leases. 

. — 

— 

— 

Sublease income. 

. (23) 

(20) 

(20) 

Total rent expense. 

. $611 

$640 

$627 


future minimum lease payments under non-cancelable operating leases are: 

(in millions) 


1998 . $ 477 

1999 . 435 

2000 . 372 

2001 . 313 

2002 . 258 

Thereafter . 703 

Total operating lease commitments. $2,558 

Present value of operating lease commitments. $1,952 


15 Other Liabilities 


Pension benefits. 

Other postretirement benefits . 
Repositioning and restructuring 
Other. 


1997 

1996 

(in millions) 

$254 

$259 

205 

209 

18 

59 

77 

100 

$554 

$627 


16 Financial Instruments and Risk Management 
Foreign Exchange Risk Management 

The Company enters into forward foreign exchange and option contracts to reduce the 
effect of fluctuations in currency exchange rates. Exposures arising from short-term intercom¬ 
pany transactions, inventory purchases and hedges of the Company's net investment in 
international subsidiaries are managed through the use of forward and option contracts. 
Determination of hedge activity is based upon market conditions, magnitude of inventory 
commitments and perceived risks. All contracts mature within one year. 
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The following table presents gross forward foreign exchange commitments, by currency 
and type: 


1997 1996 



Buy 

Sell 

Buy 

Sell 



($U.S. in millions) 


Inventory purchases: 

U.S. dollar. 

. $150 

$ — 

$ 72 

$ _ 

Other currencies. 

. $ — 

$ ii 

$ 4 

$ — 

Intercompany: 

Canadian dollar. 

. $ 37 

$ _ 

$ 19 

$ — 

German mark. 

. $ 32 

$ — 

$ — 

$ — 

Other currencies. 

. $ 2 

$ — 

$ 2 

$ 15 


Fair Value of Financial Instruments 

The estimated fair values of certain financial instruments are as follows: 


1997 


1996 


Carrying 

Fair 

Carrying 

Fair 

Amount 

Value 

Amount 

Value 


(in millions) 



Long-term investments. 

. $ 49 

$ 22 

$ 58 

$ 24 

Long-term debt. 

. $526 

$559 

$575 

$570 


The carrying value approximates fair value for ail other financial instruments. 


Interest Rate Risk Management 

The Company has used interest rate swaps to manage its exposure to fluctuations in 
interest rates. In October 1992, the Company entered into a $200 million, five-year swap 
agreement that matured in October 1997. The swap agreement effectively converted the 
interest rate on the Company's 8.5 percent debentures to a floating rate equal to the six-month 
LIBOR plus 3.05 percent. The effective interest rate on the debentures was 8.87 percent in 
1997, 8.81 percent in 1996 and 9.44 percent in 1995. 


Credit Risk 

Credit risk of interest rate swaps and forward foreign exchange contracts is considered 
minimal, as management closely monitors the financial condition of the counter-parties to the 
contracts, which are financial institutions with credit ratings of A- or higher. 

Business Risk 

The retailing business is highly competitive. Price, quality and selection of merchandise, 
reputation, store location, advertising and customer service are important competitive factors 
in the Company's business. The Company purchased merchandise and supplies from 
thousands of vendors worldwide. The Company purchased approximately 25 percent of its 
1997 merchandise from one major vendor. The Company considers vendor relations to be 
satisfactory. 
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17 Income Taxes 


Following are the domestic and international components of pre-tax income (loss): 



1997 

1996 

1995 

Domestic. 

. $274 

(in millions) 

$303 

$ 53 

International . 

. 64 

17 

(186) 

Total pre-tax . 

. $338 

$320 

$(133) 

income tax (benefit) provision consists of the following: 

1997 

1996 

1995 

Current: 

Federal. 

. $ 64 

(in millions) 

$ 71 

$ 13 

State and local . 

. 16 

23 

9 

International. 

. 37 

19 

2 

Total current tax provision. 

. 117 

113 

24 

Deferred: 

Federal. 

. 17 

14 

(1) 

State and local . 

. (9) 

— 

1 

International. 

. . 

— 

(59) 

Total deferred tax provision (benefit) . 

. 8 

14 

(59) 

Total income tax provision (benefit). 

. $125 

$127 

$(35) 


Provision has been made in the accompanying Consolidated Statements of Operations for 
additional income taxes applicable to dividends received or expected to be received from 
international subsidiaries. The amount of unremitted earnings of international subsidiaries, for 
which no such tax is provided and which is considered to be permanently reinvested in the 
subsidiaries, totaled $383 million at January 31, 1998. 

A reconciliation of the significant differences between the federal statutory income tax rate 
and the effective income tax rate on pre-tax income (loss) is as follows: 



1997 

1996 

1995 

Federal statutory income tax rate. 

. 35.0% 

35.0% 

(35.0)% 

State and local income taxes, net of federal tax 
benefit.... 

4.4 

4.6 

4.8 

International income taxed at varying rates. 

2.4 

1.1 

4.6 

Reduction in tax valuation allowance. 

. (4.3) 

— 

— 

Targeted jobs tax credit. 

— 

— 

(0.6) 

Other, net. 

. (0.5) 

(1.2) 

(0.1) 

Effective income tax rate . 

. 37.0% 

39.5% 

(26.3)% 
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Items that gave rise to significant portions of the deferred tax accounts are as follows: 


1997 1996 

(in millions) 

Deferred tax assets: 

Tax loss/credit carryforwards. $185 $191 

Employee benefits. 129 116 

Reserve for discontinued operations. 60 — 

Repositioning and restructuring reserves. 32 70 

Other. 7 50 

Total. 413 427 

Valuation allowance . (44 ) (64 ) 

Total deferred tax assets, net. 369 363 

Deferred tax liabilities: 

Inventories. 41 48 

Property and equipment. 12 25 

Other. 8 11 

Total deferred tax liabilities. 61 84 

net deferred tax asset. $308 $279 


Balance Sheet caption reported in: 

Other current assets. $ 32 $ 42 

Deferred charges and other assets. 337 301 

Accrued liabilities. (13) (9) 

Deferred taxes. (48 ) (55 ) 

$308 $279 


As of January 31, 1998, the Company had a valuation allowance of $44 million to reduce 
its deferred tax assets to estimated realizable value. The valuation allowance primarily relates 
to the deferred tax assets arising from state tax loss carryforwards of certain domestic 
operations, tax loss carryforwards of certain European operations and tax loss and capital loss 
carryforwards of the Canadian operations. The net change in the total valuation allowance for 
the year ended January 31, 1998 was principally due to the use of state and foreign tax loss 
carryforwards. 

Based upon the level of historical taxable income and projections for future taxable income 
over the periods in which the temporary differences are anticipated to reverse, management 
believes it is more likely than not that the Company will realize the benefits of these deductible 
differences, net of the valuation allowances at January 31, 1998. However, the amount of the 
deferred tax asset considered realizable could be adjusted in the future if estimates of taxable 
income are revised. 

At January 31, 1998, the Company had international operating loss carryforwards of 
approximately $321 million. Those expiring between 1998 and 2003 were $250 million and 
those that do not expire were $71 million. The Company has state net operating loss 
carryforwards with a potential tax benefit of $29 million in the sixteen states where the 
Company does not file a combined return. These loss carryforwards expire between 2007 and 
2012. Foreign tax credits of approximately $26 million expiring between 1998 and 2003 are 
also available to the Company. 
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18 Retirement Plans and Other Benefits 
Retirement Plans 

The Company has defined benefit pension plans covering most of its employees. Benefits 
generally are based on years of service and career-average compensation. Flans are funded in 
accordance with the provisions of the laws of the countries where the plans are in effect. A 
significant portion of the unfunded projected benefit obligation represents the German pension 
accrual for which there are no offsetting plan assets. The Company does not fund the German 
pension obligations as is customary and as permitted by local statutory requirements. Plan 
assets consist primarily of stocks, bonds and temporary investments. 


Principal assumptions 1997 1996 1995 

Weighted-average discount rate. 7.1% 7.5% 7.3% 

Weighted-average rate of compensation increase. 4.3% 4.4% 4.4% 

Weighted-average long-term rate of return on assets .. 9.9% 9.8% 10.0% 


The components of net pension expense are: 

1997 

1996 

(in millions) 

1995 

Service cost: benefits earned during period. 

. . $ 13 

$ 17 

$ 19 

Interest cost on projected benefit obligation .... 

67 

70 

76 

Actual return on plan assets. 

(69) 

(60) 

(140) 

Net amortization and deferral. 

17 

7 

81 

Curtailment loss/(gain). 

8 

— 

(8) 

riet pension expense. 

.. $ 36 

$ 34 

00 

<N 


In 1995, the Company curtailed a supplemental retirement plan for executives and reduced 
its pension liability by $8 million. During 1997, the Company revised the actuarial estimates of 
the supplemental retirement plan liability resulting in an $8 million charge to pension expense. 
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The following table sets forth the plans' funded status and amounts recognized in the 
Consolidated Balance Sheets: 


1997 1996 


Actuarial present value of obligations: 

Vested. 

Assets 

Exceed 

ABO 

$ 5 

ABO Assets 

Exceeds Exceed 
Assets ABO 

(in millions) 

$ 900 $ 4 

ABO 

Exceeds 

Assets 

$ 904 

Nonvested . 

— 

4 

— 

20 

Accumulated benefit obligation (ABO). 


904 

4 

924 

Obligation for future salary increases. 

— 

25 

— 

48 

Projected benefit obligation (PBO). 

3 

929 

4 

972 

Plan assets at fair value . 

4 

621 

6 

646 

Amount of plan assets over (under) PBO . 

1 

(308) 

2 

(326) 

Unrecognized net asset at transition. 

(2) 

(8) 

(3) 

(17) 

Unrecognized prior service cost. 

— 

17 

— 

25 

Unrecognized net loss. 

2 

93 

2 

111 

Recognition of a portion of the minimum liability as 
an intangible asset. 

— 

(10) 

— 

(16) 

Recognition of remaining minimum liability. 

— 

(70) 

— 

(57) 

Prepaid (accrued) pension cost . 

$ 1 

$(286) 

$ 1 

$(280) 


Postretirement Plans Other Than Pensions 

In addition to providing pension benefits, the Company sponsors postretirement medical 
and life insurance plans which are available to most of its retired U.S. employees. In order to be 
eligible for these plans, employees must retire from the Company and have been previously 
covered under the Company's active medical or life insurance plans. The level of benefits 
available depends on the year of retirement and the plan in effect at that time. The plans are 
contributory and are not funded. Contributions are adjusted annually and depend on year of 
retirement and, in some cases, years of service. 

The weighted-average discount rate used to determine the accumulated postretirement 
benefit obligation ("APBO') was 7.0 percent in 1997 and 7.5 percent in 1996. 

net postretirement benefit expense included the following actuarially determined 
components: 

1997 1996 


(in millions) 

Interest cost on APBO . $ 8 $ 8 

Amortization of net gain . (5 ) (5 ) 

Net postretirement benefit expense. $ 5 $ 3 


The service cost component of the net postretirement benefit expense is not significant. 
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The following table sets forth the plans' combined accrued postretirement benefit 
obligation: 

1997 1996 

(in millions) 

Accumulated postretirement benefit obligation: 


Retirees. $110 $104 

Fully eligible active plan participants. 1 8 

Other active plan participants. 1 5 

112 117 

Unrecognized actuarial gain. 93 92 

Accrued postretirement benefit obligation . $205 $209 


For measurement purposes, a 9.2 percent increase in the cost of covered health care 
benefits was assumed for 1997. The rate was assumed to decline gradually to 5 percent in 2008 
and remain at that level thereafter. A 1 percent increase in the health care cost trend rate would 
increase the 1997 accumulated postretirement benefit obligation by $7 million and the 1997 
expense by $0.5 million. 

The cash cost to provide retiree medical and life insurance benefits was $9 million in 1997, 
and $7 million in both 1996 and 1995. 

401 (k) Plan 

In January 1996, the Company established a savings plan under Section 401 (K) of the 
Internal Revenue Code. This savings plan allows eligible employees to contribute up to 15 
percent of their compensation on a pre-tax basis. The Company matches 25 percent of the first 
4 percent of the employees' contribution. Effective January 1, 1998, such matching Company 
contributions are vested incrementally over 5 years. The charge to operations for the Com¬ 
pany's matching contribution was $1.3 million and $1.5 million in 1997 and 1996, respectively. 

19 Shareholder Rights Flan 

Effective April 14, 1998, simultaneously with the expiration of the then existing rights, the 
Company has issued one right for each outstanding share of common stock. Each right entitles 
a shareholder to purchase one two-hundredth of a share of Series B Participating Preferred 
Stock at an exercise price of $100, subject to adjustment. Generally, the rights become 
exercisable only if a person or group of affiliated or associated persons (i) becomes an 
Interested Shareholder" as defined in Section 912 of the new York Business Corporation Law 
(an 'Acquiring Person") or (ii) announces a tender or exchange offer that results in that 
person or group becoming an Acquiring Person, other than pursuant to an offer for all 
outstanding shares of the common stock of the Company which the Board of Directors 
determines not to be inadequate and to otherwise be in the best interests of, the Company and 
its shareholders. The Company will be able to redeem the rights at $0.01 per right at any time 
during the period prior to the 10th business day following the date a person or group becomes 
an Acquiring Person. 

Upon exercise of the right, each holder of a right will be entitled to receive common stock 
(or, in certain circumstances, cash, property or other securities of the Company) having a 
value equal to two times the exercise price of the right. The rights, which cannot vote and 
cannot be transferred separately from the shares of common stock to which they are presently 
attached, expire on April 14, 2008 unless extended prior thereto by the Board, or earlier 
redeemed or exchanged by the Company. 
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20 Stock Flans 

Under the Company's 1995 Stock Option and Award Flan, options to purchase shares of 
common stock may be granted to officers and key employees at the market price on the date of 
grant. Under the plan, the Company may grant officers and other key employees, including 
those at the subsidiary level, stock options, stock appreciation rights (SARs), restricted stock 
or other stock-based awards. One-half of each stock option is exercisable on each of the first 
two anniversary dates of the date of grant. Generally, for stock options granted beginning in 
1996, one-third of each stock option is exercisable on each of the first three anniversary dates 
of the date of grant. The options terminate up to 10 years from the date of grant. The 1995 
Stock Option and Award Plan provides for awards of up to 6,000,000 shares of the Company's 
common stock. The number of shares reserved for issuance as restricted stock cannot exceed 
1,500,000 shares. 

In addition, options to purchase shares of common stock remain outstanding under the 
Company's 1986 Stock Option Flan. The ability to grant options under the 1986 Stock Option 
Flan expired in June 1996. Options granted under that plan generally have terms similar to 
those granted under the 1995 plan, except that a majority of the options become exercisable in 
two equal installments on the first and the second anniversary of the date of grant. 

Under the Company's 1998 Stock Option and Award Plan, subject to shareholder approval, 
options to purchase shares of common stock may be granted to officers and key employees at 
the market price on the date of grant. The 1998 Stock Option and Award Plan is substantially 
the same as the 1995 Stock Option and Award Flan. 

In 1996, the Company established the Directors' Stock Plan (the "Directors' Plan"). Under 
the Directors' Plan, non-employee directors receive 50 percent of their annual retainer in shares 
of common stock and may elect to receive up to 100 percent of their retainer in common stock. 
The maximum number of shares of common stock that may be issued under the Directors' Plan 
is 250,000 shares. 

Under the Company's 1994 Stock Purchase Plan, participating employees may contribute 
up to 10 percent of their annual compensation to acquire shares of common stock at 85 
percent of the lower market price on one of two specified dates in each plan year. Of the 
8,000,000 shares of common stock authorized for purchase under the 1994 plan, 1,855 
participating employees purchased 253,631 shares during the year. 

When common stock is issued under these plans, the proceeds from options exercised or 
shares purchased are credited to common stock to the extent of the par value of the shares 
issued and the excess is credited to additional paid-in capital. When treasury common stock is 
issued, the difference between the average cost of treasury stock used and the proceeds from 
options exercised or shares awarded or purchased is charged or credited, as appropriate, to 
either additional paid-in capital or retained earnings. The tax benefits relating to amounts 
deductible for federal income tax purposes which are not included in income for financial 
reporting purposes have been credited to additional paid-in capital. 

The Financial Accounting Standards Board issued SFAS no. 123, which requires disclosure 
of the impact on earnings per share if the fair value method of accounting for stock-based 
compensation is applied for companies electing to continue to account for stock-based plans 
under APB no. 25. Accounting for the Company's 1997 and 1996 grants for stock-based 
compensation in accordance with the fair value method provisions of SFAS no. 123 would have 
resulted in the following: 

1997 1996 


($ in millions, except 


net income (loss): 

per share amounts) 

As reported. 

. $ (10) 

$ 169 

Fro forma. 

. $ (18) 

$ 165 

Basic earnings per share: 



As reported. 

. $(0.08) 

$1.26 

Pro forma. 

. $(0.13) 

$1.23 

Diluted earnings per share: 



As reported. 

. $(0.07) 

$1.26 

Fro forma. 

. $(0.13) 

$1.23 
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These pro forma amounts are not expected to be indicative of the effects of applying the 
fair-value based method on future earnings since the Company's stock options vest over 
several periods. 

The fair values of the Company's various stock option and purchase plans were estimated 
at the grant date using a Black-Scholes option pricing model. 


Stock Option Plans Stock Purchase Plan 
1997 1996 1997 1996 


Weighted-average risk free rate of 

interest . 

Volatility... 

Weighted-average expected award life 

Dividend yield. 

Weighted-average fair value . 


6.44% 6.05% 5.84% 6.05% 

50% 50% 25% 25% 

2 years 2 years .7 years .7 years 


$ 7.52 


$ 5.51 $ 6.44 $ 5.14 


The information set forth in the following table covers options granted under the Com¬ 
pany's stock option plans: 


1997 1996 1995 


Number 

of 

Shares 

Weighted- 

Average 

Exercise 

Price 

Number 

of 

Shares 

Weighted- 

Average 

Exercise 

Price 

Number 

of 

Shares 

Weighted- 

Average 

Exercise 

Price 

(in thousands, except prices per share) 


Options outstanding at beginning of 
year. 

7,376 

$22.02 

6,915 

$24.13 

6,185 

$26.13 

Granted. 

2,321 

$21.68 

1,757 

$16.25 

1,288 

$15.32 

Exercised . 

565 

$16.76 

159 

$17.27 

2 

$10.55 

Expired or canceled . 

1,682 

$25.84 

1,155 

$26.59 

556 

$26.18 

Options outstanding at end of year .. . 

7,450 

$21.45 

7,376 

$22.02 

6,913 

$24.13 

Options exercisable at end of year ... 

4,466 

$22.34 

5,155 

$24.59 

5,026 

$27.03 

Options available for future grant at end 
of year . 

1,896 


5,798 


6,087 



The following table summarized information about stock options outstanding and exercisa¬ 
ble at January 51, 1998: 


Options Outstanding 


Range of Exercise Price 

Shares 

Weighted- 

Average 

Remaining 

Contractual 

Life 

Weighted- 

Average 

Exercise 

Price 

Options Exercisable 

Weighted- 

Average 

Exercise 

Shares Price 



(in thousands, except prices per share) 


$11.97 to $15.75. 

. 2,512 

7.4 

$14.80 

1,622 

$14.49 

$15.88 to $21.88. 

. 829 

7.2 

18.40 

514 

17.06 

$22.19 to $24.69 . 

. 2,291 

8.5 

22.86 

557 

24.61 

$25.28 to $29.94 . 

. 1,153 

3.9 

29.17 

1,088 

29.25 

$30.06 to $34.25 . 

. 685 

2.6 

32.08 

685 

32.08 

$11.97 to $34.25 . 

. 7,450 

6.7 

$21.45 

4,466 

$22.34 
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21 Restricted Stock 

In 1994, 200,000 restricted shares of common stock were granted to an officer of the 
Company. The market value of the shares at the date of grant amounted to $3 million and is 
recorded within shareholders' equity in the accompanying Consolidated Financial Statements. 
The market value is being amortized as compensation expense over the related vesting period. 
The compensation expense was $0.5, $0.8 million and $1.4 million in 1997, 1996 and 1995, 
respectively. 

22 Preferred Stock 

In August 1996, the Company called for the redemption of all the issued and outstanding 
shares of the $2.20 Series A Convertible Preferred Stock ( "preferred stock") at the redemption 
price of $45 per share on October 23,1996 (the "redemption date"). Shares of preferred stock 
were convertible into 5.68 shares of the Company's common stock for each share of preferred 
stock. Conversion privileges expired on the redemption date. Substantially all of the outstand¬ 
ing shares of preferred stock were converted by the holders into the Company's common stock. 

23 Commitments 

In connection with the sale of various businesses, the Company guarantees the payment of 
lease commitments transferred to third parties pursuant to those sales. The Company is also 
operating certain stores for which lease agreements are in the process of being negotiated with 
landlords. Although there is no contractual commitment to make these contingent payments, it 
is likely that a final contract will be executed. Management believes that the probable resolution 
of such contingencies will not materially affect the financial position or result of operations of 
the Company. 

24 Quarterly Results (Unaudited) 



1st Q 

2nd Q 

3rd Q 

4th Q 

Year 

Sales 

{in millions, except per share amounts) 

1997. 

. . $1,539 

1,500 

1,583 

2,002 

$6,624 

1996. 

Gross profit(a) 

. . $1,570 

1,607 

1,790 

2,050 

$7,017 

1997. 

. . $ 465 

465 

493 

635 

$2,056 

1996. 

Operating profit (loss) (b) 

. . $ 451 

512 

591 

680 

$2,234 

1997. 

. . $ 57 

74 

103 

198 

$ 432 

1996. 

net income (loss) from continuing 
operations (c) 

.. $ 8 

72 

152 

209 

$ 441 

1997. 

. . $ 17 

26 

55 

115 

$ 213 

1996. 

net Income (loss) 

•- $ (15) 

26 

77 

105 

$ 193 

1997. 

. . $ 1 

(181) 

55 

115 

$ (10) 

1996... 

Basic earnings per share: 

1997 

... $ (22) 

22 

69 

100 

$ 169 

Income from continuing operations . ... 

.. $ 0.13 

0.19 

0.41 

0.85 

$ 1.58 

Loss from discontinued operations. 

.. $(0.12) 

(1-54) 

— 

— 

$(1.66) 

net income (loss) . 

1996 

Income (loss) from continuing 

.. $ 0.01 

(1.35) 

0.41 

0.85 

$(0.08) 

operations. 

.. $(0.11) 

0.19 

0.58 

0.79 

$ 1.45 

Loss from discontinued operations. 

.. $(0.06) 

(0.02) 

(0.06) 

(0.05) 

$(0.19) 

net Income (loss) . 

Diluted eamings per share: 

1997 

.. $(0.17) 

0.17 

0.52 

0.74 

$ 1.26 

income from continuing operations . ... 

. . $ 0.13 

0.19 

0.40 

0.85 

$ 1.57 

Loss from discontinued operations. 

. . $(0.12) 

(1-52) 

— 

— 

$(1.64) 

net income (loss) . 

1996 

Income (loss) from continuing 

. . $ 0.01 

(1.33) 

0.40 

0.85 

$(0.07) 

operations. 

.. $(0.11) 

0.19 

0.58 

0.78 

$ 1.44 

Loss from discontinued operations. 

.. $(0.05) 

(0.03) 

(0.06) 

(0.04) 

$(0.18) 

Met income (loss) . 

.. $(0.16) 

0.16 

0.52 

0.74 

$ 1.26 


(a) Gross profit represents sales less costs of sales. 

(b) Operating profit (loss) represents income (loss) before income taxes, interest expense, and 
corporate expense. 

(c) Results of the first quarter has been restated to segregate the results of discontinued operations. 
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CORPORATE INFORMATION 


CORPORATE HEADQUARTERS 
Woolworth Building 
233 Broadway 

New YorR, New York 10279-0003 
(212) 553-2000 

TRANSFER AGENTS AND REGISTRARS 
First Chicago Trust Company of New York 
P.O. Box 2500 

Jersey City, New Jersey 07303-2500 
(800) 519-3111 

The R-M Trust Company 

Corporate Trust Services 
P.O. Box 7010 

Adelaide Street Postal Station 
Toronto, Ontario M5C 2W9 
(800) 387-0825 
(416) 813-4500 

INDEPENDENT AUDITORS 

KPMG Peat Marwick LLP 
345 Park Avenue 
New York, New York 10154 
(212) 758-9700 


SHAREHOLDERS' MEETING 

The next annual meeting of shareholders will be held at the Arsenal Mali, 485 Arsenal 
Street, Watertown, Massachusetts 02172 at 8:30 A.M. (local time) on June 11, 1998. The 
formal notice of the meeting, proxy statement and form of proxy will be mailed to each 
shareholder on or about April 28, 1998, at which time proxies will be requested by 
management. 


INVESTOR INFORMATION 

Investor inquiries should be directed to the Investor Relations Department at (212) 553- 
2600. 




